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PROFIT CONTROL BY TERRITORIES AND PRODUCTS IN 
THE FOOD PROCESSING INDUSTRY 
by GRANVILLE F. ATKINSON, 


Assistant Secretary-Treasurer, The Crosse & Blackwell Co., 
Baltimore, Md. 


In this paper, the author describes profit control devices adopted 
by a company already equipped with procedures for studying pro- 
duction and distribution cost results and for comparing these re- 
sults with standards or budgets. The additional controls, as de- 
vised by the author, go further and evaluate the results of sales 
of individual products and performance in individual sales terri- 
tories in terms of contribution to fixed costs and profit. 


IHE Crosse & Blackwell Company is a national manufacturer of 

a wide variety of food products numbering approximately 250 
items, including various sizes and packs. These are sold primarily 
through our own direct sales organization, consisting of numerous 
salesmen who are employed on a salary and/or commission basis 
of remuneration. The salesmen are usually reimbursed for travel- 
ing expenses incurred while transacting business for the company 
or, if not, their commission rates are set high enough to cover all 
traveling expenses. In addition, they are paid incentive bonuses 
for attaining quotas, selling certain products, etc. 

Our sales organization is headed by a vice president who is gen- 
eral sales manager. The entire country has been divided into four 
sections with a branch office and warehouse located in each section 
under the supervision of a branch sales manager. Each branch in 
turn is separated into divisions with a divisional sales manager in 
charge. Four of the divisions have their own warehouses to facili- 
tate deliveries to customers. The divisions are further broken 
down into sales units and the units into territories, the smallest 
geographical division of our sales organization. A salesman is 
assigned to each of the sales territories. 


New Controls to Reinforce the Old 


Prior to the changes in our distribution accounting procedure 
which are discussed in this article, we had three methods of con- 
trolling certain functional distribution costs. Salesmen’s operating © 
cost, i.e., salaries, commissions, incentive bonuses, traveling ex- 
penses, and samples were measured on a percentage to net sales for 
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each month. In other words, if a salesman’s operating costs were 
$500 for a particular month and his sales for the same month were 
$10,000, he obviously had a five per cent operating cost which 
would be compared with a standard operating cost per cent in 
measuring performance. All expenses in connection with operat- 
ing each branch warehouse were totaled for each month and 
divided by total cases handled in and out for the same month. 
Thus, the actual cost per case was established and then compared 
with a standard rate. We also prepared detailed profit and loss 
statements each month for each of the four branches and they in 
turn were compared with budgets. In addition to these distribu- 
tion cost controls, we also measured our actual manufacturing per- 
formance with standard recipe quantities for materials, standard 
labor hours for labor costs, and budgets for various expenses. 

All of these controls are still used, but we have supplemented 
them with a two-way profit control system which we have found to 
be equally as important and informative to management. One of 
the profit controls has to do with ascertaining the profit contribu- 
tion that we should get from each one of our sales territories, 
while the other determines the profit that each one of our 250 
products contributes toward meeting company fixed expenses, at 
the point where it comes to rest on the customer’s shelves. For 
the purposes of this article, I shall refer to the former as terri- 
torial profit control and the latter as product profit control. 

Due to our vast number of products and sales territories, our 
system of dual profit control requires a tremendous amount of 
detail work. On a manual basis, we estimated that it would have 
increased our clerical costs by approximately $10,000 to $15,000 
per year. However, we have been successful in compiling all the 
detailed reports on tabulating equipment at no extra cost, even 
after considering the machinery rental. This was accomplished 
by the elimination of personnel equivalent to the cost of renting 
the tabulating equipment. We actually obtain the reports for profit 
control as a by-product of processing sales invoices for: (1) per- 
petual inventory records, (2) salesmen’s commission statement, 
and (3) daily sales analysis. 


Territorial Profit Control 


First, let us consider our procedure on territorial profit control. 
The following basic information is punched into tabulating cards 
from sales invoices, credit notes, freight bills, etc. : 
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Warehouse number Cases sold and returned 
Salesman’s number Sales price per unit 
Territory number Sales value of each product 
Product number Standard cost per unit 

Size and pack Freight to customers 
Discount and allowances Commission rate 


The tabulating cards are then used to produce daily, weekly, and 
monthly reports for general accounting use such as inventory 
control, payroll data, general ledger controls (accounts receivable, 
sales, and cost of sales), and various sales analyses. After these 
are completed, the monthly report on territorial profits is prepared 
and usually finished by the twelfth of the subsequent month. 

The territorial profit report consists of two parts: (1) a sum- 
mary (Exhibit 1) showing sales, gross profit, freight to customers, 
territorial expenses such as salesmen’s salaries, commissions, trav- 
eling expenses, etc., as well as territorial profit, and (2) a supple- 
mentary schedule (Exhibit 2) giving detaiis by products of the 
sales and gross profit from each sales territory. This report is 
prepared in triplicate. 

The originals of Exhibit 1 for each branch and division go to 
the assistant general sales manager and the duplicates, with the 
duplicates of Exhibit 2 for the appropriate territories attached, go 
to the respective branch and divisional sales managers who also 
receive the originals of Exhibit 2 for distribution to field super- 
visors. The triplicates of both parts of the report are retained by 
the accounting department. 

Prior to the installation of this system, it was possible for a 
salesman to have an excellent record by selling large quantities 
of low profit merchandise, because his performance was measured 
by a field cost per cent (salary and/or commission plus traveling 
expenses divided by sales). Therefore, a large volume of sales 
would produce a favorable field cost per cent, but the net results to 
the company could be very unfavorable, as we have now dis- 
covered in many instances. The reverse picture was likewise true. 
During the installation of the new profit control system, we dis- 
covered cases where branch managers were ready to release sales- 
men who had very high field costs in ratio to their sales volume, 
only to find under the new profit control system that each of these 
men was contributing a profit from his territory. 

In order to make the territorial profit report an effective tool in 
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the hands of sales management, it is coordinated with our semi- 
annual budget by establishing the profit required from each sales 
territory to meet all branch and head office operating expenses 
plus expected net profit for each month and cumulative to date, as 
shown in Exhibit 3. Thus, our sales managers not only have a 
sales budget to meet in both quantity and value, but they also have 
the estimated profit required from each of their territories. 


Basis of Allocating Budgeted Territorial Profit 

A hypothetical case involving three salesmen runs through the 
figures given in Exhibits 1, 2, 3, (already identified) and in 
Exhibit 4. About two months before the beginning of each semi- 
annual accounting period, a financial budget is prepared as per 
Exhibit 4. This exhibit shows anticipated over-all territorial profit 
of $1,500,000 for the six months ended December 31, 1949. Ex- 
hibit 3 prorates this amount to each sales territory on the basis of 
estimated sales for the same period. At this point, it is important 
to keep in mind that the territorial profit figures so allocated are in 
reality the contribution required from all territories to meet the 
following : 

Selling expenses 


Administrative expenses 
Net profit 


In other words, the salesmen are looked upon as a team and each 
must pull his load of general selling and administrative expenses 
(primarily fixed) and net profit in proportion to the sales expect- 
ancy of his territory. Furthermore, the budget of territorial profit 
shown in Exhibit 3 is established as a standard of measurement 
for a six-month period and, if it were computed by forecasting the 
expenses in each territory, part of its value as a measuring stick 
would be lost because high cost territories would then be reflected 
in the standard, thus preventing fair comparisons with actual per- 
formance. 

The territorial profit contribution report which has been dis- 
played in Exhibit 1 should be analyzed from the standpoint of two 
inquiries: (1) have the territories made any contributions toward 
general selling and administrative expenses or net profit and (2) 
if so, to what extent do these contributions meet budget require- 











814 N. A. C. A. BULLETIN | 


ments? If there is a loss or the budget requirement expressed in 
Exhibit 3 is not fulfilled in any territory, it may be due to one 
of the following factors or combinations of them: 
1. Failure on part of the salesman to sell high profit mer- 
chandise. 
2. Inability of the salesman to obtain anticipated budgeted 
sales volume. 
3. High cost of territorial expenses such as freight, salaries, 
commissions, traveling expense, etc. 












The Story of Three Salesmen 
Applying the pertinent inquiries to the salesmen initially iden- 
tified in the report shown as Exhibit 1, it is obvious that Frank 
Smith (number 18-75) exceeded his budget requirements as set 
forth in Exhibit 4 for sales and in Exhibit 3 for territorial profit. 
This is true for both the current month and cumulative to date. 
While salesman Joe Jones (number 60-42) made his sales budget, 
he fell far short of attaining his territorial profit requirement. The 
budget of territorial profit calls for $1,650 for September and 
$4,500 cumulative to date, whereas Jones actually made $325 and 
$1,190, respectively. It is quite apparent from the rate of gross 
profit that Jones has been selling too many low profit items. He 
averaged approximately 23 per cent for the current month and 
26 per cent for cumulative to date. He should have averaged about 
40 per cent as per Exhibit 4. This matter should be discussed 
thoroughly with Jones, particularly on the basis of Exhibit 2 which 
is a detailed analysis of his sales for the period and reflects the 
substantial quantity of low profit merchandise sold by him. 
Salesman Joe Doe (number 71-55) shows losses of $812 for 
September and $3,602 for the three months ended September 30, 
1949. Instead of contributing some profit toward meeting the 
general selling and administrative expenses, this territory is im- 
creasing the selling expense burden. Obviously, such a condition 
should be corrected immediately. Although John Doe sold the 
proper sales “mix” in order to obtain the required average gross 
profit rate of 40 per cent, he only made about 60 per cent of his 
sales budget. Assuming that salesman Doe was not absent from 
his territory during this period because of illness, vacation, etc, 
and that he was not a new salesman still in training, the low sales 
volume from his territory may be due to either his inability 



































in, 





MARCH, 1950 


FINANCIAL BupGeET 
For Six Months Ended December 31, 1949 


Net sales (1) $10,000,000 
Cost of sales 6,000,000 


Gross profit $4,000,000 
Sales territorial expenses : 
Freight to customers 
Salaries and commissions 
Traveling expenses and miscella- 





Territorial profit $1,500,000 
General selling and administrative ex- 
penses: 
Selling 
Administrative 300 1,300,000 





Net profit $200,000 


(1)Sales forecast by months and territories 


Territories 
75 42 55 Others Total 


$8,000 $8,000 $974,000 $1,000,000 
11,000 12,000 1,462,000 1,500,000 
12,000 1,462,000 1,500,000 
2,924,000 3,000,000 

1,949,000 2,000,000 

974,000 1,000,000 





$9,745,000 $10,000,000 


sell or the territory itself. Furthermore, it is evident from the 
freight, salary, traveling expenses, etc., that John Doe is working 
in a high-cost territory. The sales department, in collaboration 
with the accounting department, must make a decision as to 
whether or not this territory should be abandoned. 


Measuring Territory Contribution to Factory Fixed Overbead 


In making this decision, consideration must be given to the 
fixed factory overhead that has been absorbed by the sales in Ter- 
ritory 55. Let us assume further that based on the budget of 
$10,000,000 sales, one cent per pound of production will be re- 
quired to absorb the fixed factory overhead. 
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Since each pound of goods sold absorbs one cent of fixed factory 
overhead, this rate must be applied to the sales in Territory 55 so 
that management will know how much this territory is contributing 
toward fixed factory expenses before deciding to abandon it. Sales 
in Territory 55 for September and three months ended September 
30th, amounted to 2,070 cases and 6,780 cases, respectively. If we 
allow an average of 25 pounds per case, the sales in pounds would 
be 51,750 for September and 169,500 for the quarter ended Sep- iif 
tember 30, 1949. Consequently, during the month of September, 
merchandise sold in this territory absorbed $517.50 of fixed factory 
expenses while the sales for the quarter absorbed $1,695 of this ji 
element of cost. if 

Since the losses in Territory 55 exceeded the amount of fixed ] 
factory overhead absorbed, it is obvious that nothing was con- 
tributed by this territory toward any class of fixed expenses. 
Unless the sales department can find a way to improve the sales 
in this territory, it should be abandoned. 

On the other hand, if the operations in Territory 55 had resulted 
in losses of only $100 for September and $400 for the quarter, 
management should hesitate before abandoning the territory be- 
cause fixed factory expenses have been absorbed to the extent of 
$417.50 for September and $1,295 for the three months ended 
September 30, 1949. 








































Product Profit Control 


Having completed the description of the procedure that we use in 
controlling contributions made by our smallest selling units toward 
fixed expenses and profit, attention may now be given to the equally 
important job of controlling contributions made by each product 
sold. Our procedure here is to ascertain the variable costs and ex- 
penses applicable to each product from the time manufacturing 
begins until the product is delivered to the customer. This is done 
on a unit (dozen) basis and the variable costs per dozen are de- 
ducted from the net selling price to arrive at the contribution 
toward fixed expenses and profit as shown in the hypothetical fig- 
ures used in Exhibit 5. These computations, which are made by 
branches and divisions, are prepared rather infrequently because 
our variable costs do not fluctuate enough to warrant a weekly or 
monthly preparation. We probably cover each product about once 
every six months. However, in the meantime we find it advisable 
to watch the variable costs and, if there is a substantial change in 
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any one of them, the figures for products affected are adjusted 
accordingly. 

Upon analysis of Exhibit 5, it will be noted that product A 
shows a loss. In other words, it is not contributing anything 
toward fixed expenses. This product should be discontinued unless 
some means can be found to reduce the variable costs or unless it 
is considered necessary by management to complete a particular 
line in order to meet customer demand. While product E shows a 
small profit, it is somewhat of a borderline case and management 
may feel that it is not worth the sales effort to maintain it. Con- 
versely, products B and DY show very large contributions toward 
fixed expenses and profit. In fact, each dozen sold of product B 
will return approximately four and one half times as much profit 
as product C. Consequently, greater sales effort should be applied 
to the products having the highest contribution rates per unit. 

This type of analysis very clearly shows product profit contribu- 
tions at the point where it is most valuable to management, ie., 
after delivery to the customer. It gives a very accurate picture be- 
cause fixed expenses have been omitted from the computations, 
thus enabling the analyst or executive to appraise each product as 
to its true effect on profits. 


Two-Way Control of Profit 

The industrial accountant finds so many intangibles when he 
delves into the sales activities of his business that it behooves him 
to keep his feet firmly on the ground and compile reports that have 
a practical value at least commensurate with their cost. We feel 
that we have accomplished this goal at The Crosse & Blackwell 
Company. Without incurring any additional expense, we have 
been able to produce two reports (territorial and product profit re- 
ports) of vital importance in controlling the end result—net profit 
—of our business. 

The old adage, “a chain is only as strong as its weakest link,” 
applies very well to accounting techniques. If the distribution sec- 
tion of an accounting system is allowed to remain weak and un- 
informative, profit dollars which the accounting system as a whole 
must protect will leak away unnoticed. In order to prevent such 
leaks, it is essential that management be informed as to the profit 
being contributed toward all fixed expenses by (1) each of the 
smallest selling units and (2) each product. This is dual profit 
control in action. 





ACHIEVING EFFECTIVE ADMINISTRATION OF 
OFFICE EQUIPMENT 


by WILLIAM E. SEXTON, 
Office Methods Supervisor, Continental Oil Co., 
Ponca City, Okla. 


A long look at the problems faced by companies, large and small, 
in making the best of their present and available accounting ma- 
chines and similar office equipment, is taken in this article. Follow- 
ing general comments and presentation of a classified list of pur- 
poses of office equipment, the author offers a number of points of 
departure for the several phases of an office equipment administra- 
tion program. 


 sapayet speaking, machines used in accounting work are not 

confined to adding, calculating, and similar machines. In most 
businesses today, a large investment in many types of machines is 
required to efficiently operate the office. In order that we may keep 
in mind the scope of machine application to office work and appre- 
ciate the broad viewpoint that should be considered under today’s 


conditions, it will be helpful to enumerate the major types of office 
machines, all of which may affect accounting work directly or in- 
directly. These may be grouped as machines or mechanical aids 
for: 
1. Classifying and distributing 
a. Manual sorting and selecting devices 
b. Punched card systems 


2. Writing and reproducing 
. Manuscript manifolding systems 
. Typewriting machines 
. Dictating and stenographic machines 
Check writing, endorsing, and signing machines 
. Duplicating and reproducing processes 
. Addressing machines 
. Numbering, dating, receipting, and canceling devices 


. Adding and subtracting 
a. Nonlisting machines 
b. Listing machines, single and multiple register 
c. Registering machines 
4. Multiplying and dividing (calculating) 
819 
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. Mail handling and sealing 
a. Postage meter and stamping machines 
b. Envelope opening machines 
c. Envelope sealing machines 
d. Folding and filling machines 


. Intercommunicating systems 
a. Telephone systems 
b. Telewriting systems 
c. Conveying systems 
d. Signal and paging systems 
. Time and quantity recording 
Miscellaneous 
a. Coin handling machines 


b. Paper handling machines 
c. Combination machines, such as the proof machine and 


others 


The primary function of office machine use is to provide 
smoother, faster, and cheaper work. These benefits may be stated 


as follows: 


Smoother—To enable an organization to operate on a better 
level and reduce necessity for detailed supervision. 


Faster—To produce end-products quicker, improve delivery 
dates and turnover of products, and speed up accounting 
reports. 

Cheaper—To reduce costs in labor, material, and overhead. 


Looking Before Leaping 

Probably the most important consideration in applying office 
machines is the economic benefit to be derived. Many offices are 
now affected by a planned retrenchment program. It is desirable 
in administering a retrenchment program that care be used in dis- 
tinguishing between expense items and capital items that contribute 
additional economies. Of course, each project must stand on its 
own feet in showing a satisfactory payout based on expected sav- 
ings. Additional capital outlays in the nature of labor-saving ma- 
chines can assist in securing the desired cutback in expense. In 
reducing costs, the trend is to purchase speedy and automatic ma- 
chines to replace slower, more expensive help. 

A few words of caution are in order regarding economical appli- 
cations of machines. Test installations of machines are quite often 
desirable. Time saved by machine installations should be eco- 
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very carefully, as it is easier to over-mechanize than under-mech- 
anize. A machine might get in the way of some simplified pro- 
cedures, such as a ledgerless accounts receivable system. Why pur- 
chase a fully automatic rotary calculator for around $750 when a 
$450 machine will do satisfactory work on a particular job. Or, 
if a sufficiently accurate answer on a small volume of nonrepetitive 
work can be obtained with a slide rule, why buy a machine? On 
some jobs, a $200 duplicator will do as satisfactory a job as can be 
done with a $500 duplicator. From a financial standpoint, it might 
be difficult to justify the purchase of an electric letter opener for a 
small volume of mail or an electric pencil sharpener for an ordinary 
office. The efforts to use a machine other than the one best suited 
for the job to be done may produce losses instead of gains from a 
mechanization program. ; 


Users of Equipment Need Training 

A knowledge of what a machine will do should provide a fertile 
field for improvement in office efficiency. Two examples will 
illustrate how the services of manufacturers’ representatives may 
be utilized to advantage. 

We recently obtained the services of a proficient calculating ma- 
chine representative in giving a brief refresher course to all cal- 
culating machine operators. This training was given to groups of 
ten or twelve employees and covered basic principles, short cuts, 
and individual instruction on specific work when desired. The pro- 
gram was very successful in applying various short cuts and uti- 
lizing available machine features. Much of our calculating work is 
done immediately preceding or following the accounting closing 
dates and time savings at these points are especially valuable. 

A manufacturer’s representative is now completing a survey of 
dictating and transcribing equipment used in our marketing divi- 
sion offices. Briefly, this survey includes the following: 


1. Reinstruction of all dictators and transcribers who use equip- 
ment. 


2. Checking work for: 
a. Established procedure 
b. Quality of work 
c. Volume of work 


3. Determining number of instruments in use and their’ me- 
chanical condition. 


nomically utilized. Mechanization possibilities should be studied 
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Determining the number of stenographers and whether their 
work could more economically be performed with dictating 
equipment. 


. Making certain that manuals for dictators and transcribers 


are being used. 


. Determining whether or not the time schedule of output of 


stenographers is satisfactory. 


It seems logical to expect that this plan will assist us in get- 
ting full value from our investment in this particular equipment. 


W bere Internal Auditing Staff Can Assist 

In larger concerns the assistance of the internal auditing staff 
can be used in checking training programs in effect, efficient use of 
machines, utilization of controls, and various operator troubles. 
Since the internal auditor is expected to survey office work and 
recommend improvements, his knowledge of what machines will 
do provides a fertile field for improving office efficiency. For 
example : 


1, 


2. 


3. 


Journals or proof sheets can often be obtained as a carbon 
copy of the original document. 

At times several forms can be combined to allow production 
of copies for various uses with one writing. 


Voucher jackets, trial balances, and other summaries may be 
produced from tabulating cards that are already available. 


. Tabulating cards are sometimes used only for current in- 


formation when valuable comparative reports could be pre- 
pared with a small amount of additional machine time. Com- 
parative reports may be prepared with other records or 
with the same records for a previous period without the 
cutting of an additional card. 


. In some instances, machine use is uneconomical as compared 


with manual methods. Such a situation may tie up machines 
and slow down the schedule. Costs of machine work should 
be considered. 


. Internal control may be improved with the use of machines, 


as machine specialization usually results in a greater spread 
of employees among types of work and sometimes among 
offices. 


Basic Requirements of Office Equipment Administration 

It is believed that one of the important factors in controlling 
costs in using office machines is the centralized administration in 
acquiring and disposing of equipment. It is essential that in any 





MARCH, 1950 823 


program of office equipment administration, responsibility and au- 
thority for the program be placed in the hands of one person or 
department. The varied equipment now on the market with the 
many possible savings, when properly applied, calls for specialized 
study and knowledge. Many changes are contemplated in office 
machines within the next few years, so it behooves all concerned to 
take advantage of improvements that manufacturers will make 
available. The functions included in an office equipment administra- 
tion program will vary arnong companies but basic considerations 
possibly should include : 

1. Investigation and approval of all recommendations for pur- 


chase, transfer, and sale or other disposal of office equip- 
ment. 


. Formulation and maintenance of a standardization program. 
. Recommendations for centralization of office machines. 

. Sufficiency of office machine maintenance. 

. Recommendations for a stock pool. 

. Accumulation of information on available office machines. 


. Check of operator training methods (considered earlier). 


It may be well to examine briefly some of the interesting prob- 
lems included in these functions. 


The Problem of Purchasing Particular Items 

In investigating proposed purchases of office machines, it is 
quite often necessary to review the work being done to get in- 
formation on methods now employed. It is then advisable to con- 
sider available equipment to fit the particular job. Standardization 
and adaptation to the job, as well as maintenance in the years to 
come, must be carefully considered. A possibility of using a sur- 
plus machine must not be overlooked. Comparative prices are al- 
ways important, although the machine with the lower initial cost 
is not by any means the best in many instances. In checking the 
adaptation of various machines for greater efficiency, claims of 
various salesmen must be sifted to be sure that the machine chosen 
is the proper one for the job. Ordinarily the price phases will have 
to be handled astutely with the purchasing division in order that 
purchasing authority will not be usurped by the office equipment 
administrator. Misunderstandings can be avoided if detailed ex- 
planations of over-all objectives of the office equipment program 
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are made to purchasing representatives and they are asked to obtain 
prices and actually do the purchasing. A cooperative effort will 
always achieve the best results and lend the desirable degree of 
flexibility. In this respect, there is no reason why a relationship 
cannot be established that is both orderly and logical. 

Office machine problems in smaller businesses are much the same 
as in larger businesses, although less complex, slower, and cheaper 
machines that require more manual operations quite often apply. 
For smaller offices, one all-purpose accounting machine, a com- 
bination typewriter and adding machine, can handle such items as 
accounts receivable, accounts payable, cost distribution, sales analy- 
sis, payroll, and inventory records. Flexibility is so great that 
information is complete in alphabetical or numerical form. Detach- 
able control bars can change operations in a matter of seconds. 

In applying certain machines, it may be advisable to recommend 
a change in routine. At times this problem becomes large in the 
eyes of some machine operators and supervisors. It is usually 
necessary in these instances to study details and fundamental re- 
quirements and to sell the suggested changes to overcome real or 
fancied objections. Some people are naturally reluctant to change 
and readily claim the suggested system will not work. It is be- 
lieved one of the best selling arguments is that changes to simplify 
work will make it easier for the employee to accomplish his daily 
task. 

On the subject of transferring or disposing of surplus equip- 
ment, the question naturally arises as to the method of determining 
where and when surplus equipment is available. I can think of no 
better method than to require the reporting of all surplus equip- 
ment, with sufficient description, to the centralized authority for 
ultimate disposition. Where there is an internal auditing or- 
ganization, the auditing staff can furnish material assistance in 
keeping surplus equipment to a necessary minimum. It is less 
expensive and good housekeeping practice to keep offices clear of 
useless, surplus equipment. 


Observations on Standardization Programs 

An important item in reducing costs of accounting machine op- 
erations is the standardization program in effect in many offices. 
Approved standards also make the office equipment administration 
job much easier because there are yardsticks to apply which are ap- 
proved by top management. Standards may include replacement 
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policies for certain types of machines for particular work. The 
importance of a standardization program can be high if, for in- 
stance, it means that management thinks of an adding machine as 
not just an adding machine but one model out of over 300 that are 
available. 

There are many advantages in a well-defined standardization 
program. In larger offices, standard machines allow flexibility in 
doing various jobs and prove of assistance when it is necessary 
to transfer machines and personnel between departments. Main- 
tenance problems are not as great as when there is a wide variety 
of machines in an office. If standardization is developed, training 
is simplified and transfer of employees between departments will 
not be likely to cause machine operator difficulties. Standard forms 
can be used if machines are standard. There is one word of cau- 
tion. Standardization can be carried too far. Competition among 
machine manufacturers has resulted in more and more machines 
being produced with new time-saving features and these may not 
be discovered if standardization is so complete as to exclude con- 
sideration of competing machines. 

The importance of standardization will become clearer if we 
realize that manually operated machines provide all that is neces- 
sary on some jobs and fully automatic calculators are not at all 
essential for a great amount of accounting work. Again, referring 
to Continental Oil Company practices, we believe that a ten-column 
adding machine with direct subtraction and credit balance features 
fits our needs almost completely and allows the flexibility required 
in our business. We also believe that fully automatic rotary cal- 
culators are invaluable in particular kinds of work requiring a large 
volume of multiplications but are not the best calculators for the 
average job. Consequently, we have purchased relatively few fully 
automatic calculators, for which there is a premium of approxi- 
mately $200 each. In terms of the 200 or more calculators in our 
general office, it has meant a saving of something like $40,000 in 
purchasing these items. 


Advantages of Centralization 

Another prospect for reducing costs lies in the centralization of 
machine work. Centralization lays the groundwork for the use of 
the more fully automatic and more efficient machines that can be 
justified where volume is large. Flexibility and better control 
through measured output can be gained by grouping machines and 





826 N.A.C.A. BULLETIN _ 


operators. Centralization will sometimes cause large volumes of 
calculating work to be transferred to key-driven machine operators 
where work can be done more efficiently and with less expensive 
labor. Frequently, large volumes bring into use those machines 
that combine operations which most always increase efficiency. 
Witness a payroll machine that simultaneously : 
1. Calculates the amounts due each employee. 
2. Writes numbers and dates of payroll check and stub for 
each employee. 
. Posts a check register which carries a complete transcript 
of each employee’s earnings, deductions, and amounts paid. 


. Posts an individual employee’s earning and tax record card 
which also carries a complete transcript of earnings by 
periods and accumulative, as well as of deductions. 


Some of the more popular centralized groups are reproduction, 
calculating, transcribing, and statement writing units. There are 
material advantages in a centralized unit for writing of accounting 
and statistical statements. 


Machine Maintenance Policy; Used Equipment Pool 

From a study of machine maintenance costs and availability of 
mechanical service, the best and most economical plan for keeping 
machine down time to a minimum can be determined. The number 
of machines, average machine age, and local conditions will govern 
in most instances. Our company finds greater satisfaction and 
more economical service in providing our own maintenance men to 
care for most general office machines. Of course, some of the 
larger, more complicated machines are under maintenance con- 
tracts. A review of amount paid for maintenance of machines in 
larger offices is sometimes revealing. 

An idea with some merit that we have followed for many years 
is the maintenance of a stock pool of used machines. There are 
many occasions when emergencies arise calling for use of adding 
machines, calculators, typewriters, dictating equipment, and other 
items of a generai nature for a limited period. The investment in 
a stock pool of this kind is so small that it takes only a few ad- 
vantages to justify its existence. Many of these uses arise because 
of special work, auditor’s work, machine breakdowns, and new 
work. It is also possible to regularly furnish pool machines for cer- 
tain periodic work when the purchase of machines cannot be justi- 
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fied because they would not be utilized a sufficient number of hours 
per month, per quarter, or per year. It is a familiar fact that ma- 
chines must be used a certain percentage of time to justify their 
costs as compared with other methods. 


The Job of Keeping Up To Date 

Keeping abreast of the developments in office machinery and 
applying them to operations in a company is a major task. It re- 
quires a constant study of new and existing machines. One of the 
big problems in selecting office machinery is in the accumulation 
and coordination of the wealth of information now available. There 
are several sources of information, all of which are important. 

First, there are articles and advertisements appearing in office 
management and office equipment magazines. Second, sales and 
methods representatives of manufacturers can furnish valuable 
information and draw on a wide experience in dealing with various 
companies. Third, published information of various management 
associations, chapter meetings, proceedings of conferences, and 
monthly releases can be very beneficial. Fourth, large office equip- 
ment displays usually contain many of the latest developments. 
Fifth, contacts with other companies have been quite popular in 
recent years. Sixth, a data file made up of various pieces of sales 
literature, reports, tests, and catalogues is invaluable. 

As new and revolutionary office machines come on the market 
over the next few years, they may provide the greatest impetus to 
large-scale industry this country has yet seen, simply by making 
bigness workable. Without office machines, many large companies 
(or the government in certain of its endeavors) would not be able 
to function at all or costs would be staggering. 

White collar jobs have increased faster in number than any other 
kind of employment. Statistics indicate that in 1900 there were 
approximately one million white collar workers in the United 
States, in 1910 two million, in 1920 three million, in 1930 four 
million, in 1940 five million, and in 1948 over seven million. The 
number of workers and their increased salaries and benefits have 
given the office equipment industry something in the way of goals, 
ie., machines that save time, money, effort, and space, or all four. 


Mechanical Brain? 


It seems there is a need for some sort of mechanical brain. Most 
business machines manufacturers are familiar with the principles 





828 N. A. C. A. BULLETIN 


of electronic machines but do not talk very much about the work 
they are doing on electronics. Some partially electronic machines 
that are practical for many offices are now on the market. Ex- 
amples are sorters and calculating punches, including a punch 
which will handle 42,000 cards per day. Much can be visualized 
from these experiments as electronics are on the way. 

In all probability, the mechanical brains in the machines of to- 
morrow will be an outgrowth of such electronic machines as the 
Eniac (Electronic Numerical Integrator and Calculator) and the 
Univac (Universal Automatic Computer). The builders of these 
machines are working on a smaller and cheaper machine that can 
be used in an office. It will have a high speed memory of 12,000 
decimal digits and will handle almost a million additions or sub- 
tractions a second. It will hold a million decimal digits or indi- 
vidual facts on a single reel of metal tape. It will be completely 
electronic with 2,000 tubes and no relays. It will handle numbers 
and the alphabet, both capital and small letters. 


Machines Are Accountants’ Best Friends 
In being practical about the subject of machine accounting and 
related costs, I have covered some of the features of a machine pro- 
gram. Every accountant spends more or less time on problems that 
are directly or indirectly associated with office machines and it is 
felt that a well-planned program for administration of office equip- 
ment will reduce the number of such problems. It is also felt that 
a good program will assist in reducing operating costs if machines 
are secured that improve flexibility, simplicity, speed, and economy. 
As the trend for cost savings becomes more pronounced, account- 
ants will be called upon to improve and economize office operations. 
One method consists of : 
1. Finding new and better machines that are available. 
2. Diligently seeking out applications. 
3. Following through on operations. 


Machines are accountants’ best friends. However, it is first neces- 
sary that selection and administration of mechanical equipment be 
intelligently undertaken. This includes efficient use of present ma- 
chines and alert evaluation of new ones. 


rs 
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DEVELOPMENT AND CONTENTS OF A FINANCIAL FORECAST 


by CUTHBERT N. HAYHURST, 
Supervisor, Forecasts and Budgets, Willys-Overland Motors, Inc., 
Toledo, Ohio. 


Proceeding upon the belief, among others, that the values of 
forecasting to a company are partly dependent upon a close pro- 
cedural relationship between budgeting, general accounting, and— 
above all—operating plans, the present article proposes a set of 
forecast statements, describes the preparation of the three con- 
sidered to be of primary importance, and suggests their proper 
arrangement and presentation to management. The author includes 
experience-based hints toward short cuts in forecast preparation. 


LL companies, whether large or small in their operations, re- 
ceive and pay certain amounts of money to transact their busi- 
ness. Present business conditions permit a company to retain only 
a minor percentage of the sales dollar as a result of increased com- 
petition, higher costs, and greater taxation. Even though the 
operating statement showed satisfactory profits, a company might 
find itself in poor financiai condition as a result of spending sums 
for inventories, investments, and fixed assets which are excessive 
in relation to that portion of the sales dollar. This article deals 
with financial forecasting as a corrective to the situation. Despite 
a fair volume of literature on the subject, the field is by no means 
completely covered. 


The Services of Financial Forecasting 

Financial forecasting assists in protecting financial position by 
correlating projected sales and costs with the projected balance 
sheet and a forecast of expected cash revenues and expenditures 
for a given period. This is true whether the forecast simply reflects 
the course of present operations or predicts what profits are likely 
to be derived from the introduction of new products, investments, 
and policy or condition changes. Forecasts guide management in 
the formulation of basic operating plans and provide a means for 
measurement of results. Such a guide is a reliable financial instru- 
ment of management in that it brings forward and clarifies the 
high lights, the anticipated dangers, and the opportunities for the 
company. 
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Likewise, the profit, cash, and balance sheet projections are valu- 
able instruments in carrying out financing programs, such as bor- 
rowing of funds or floatitng of stock issues. Cash outlay for in- 
ventories, investments, repayment of long-term liabilities, and plant 
expansion can be tied in and timed with the expected cash receipts. 

As the forecast, which tells what is likely to happen, and the 
budget, which tells what should happen, are closely related, they 
can be employed together. Performance reports, showing actual 
vs. forecast results, establish a means of better cost control and 
better coordination of budgetary activities and likewise show why 
the company failed to meet expectations in particular respects. 

Forecasts are properly prepared for the period of at least one 
year, preferably the (next) accounting fiscal year, so that interim 
comparisons to actual results can readily be made. Major changes 
in conditions may warrant the revision of the forecast at any time 
after it is first presented. It is likely that the original forecast has 
prompted company executives to revise policies for the next year, 
particularly with regard to capital expansion, product program, 
product mix, borrowing of funds, further investment in or ex- 
pansion of the facilities of subsidiaries, introduction of new prod- 
ucts in a competitive selling market or deletion of current products, 
and the advisability of product price revision. The extent of pro- 
posed changes in policy areas like these will govern in determining 
whether to adjust the original forecast oz to prepare and submit 
for approval a completely revised report. Very often, a revised 
forecast is requested by management after one or two months’ per- 
formance against the original plan. Unforeseen setbacks, perhaps 
due to strikes and material or fuel shortages, usually demand a 
complete review of the current situation and a reappraisal of the 
future. 


Forecast a Companion Development to Production Schedule 

The basis for all forecasts is the proposed product program by 
months, the plan selected by management as balancing considera- 
tions of supply and demand for the product, plant capacity, ma- 
terial and labor availability, engineering ingenuity and adaptability 
to current or new methods of manufacture. On this basis the 
financial forecast embodies all of today’s known facts and manage- 
ment policies which will prevail during the period of the forecast. 
Hence, much time is spent by the forecasters in scouting around 
among operating executives, obtaining actual cash, cost, and operat- 
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ing experience, preparing work sheets and preliminary estimates, 
mapping procedures, etc., while management is debating over the 
proposed production schedule. The product program as finally ap- 
proved will undoubtedly call for the revision of operating state- 
ments previously prepared against earlier production schedules 
and the incorporation therein of the revised cost of sales budget, 
and general, administrative, selling, and advertising budgets. It is 
then possible to prepare the forecast operating statement, balance 
sheet, cash forecast, working capital analysis, application of funds 
statement, and other appropriate schedules projecting the future 
situation month by month. 

Personal contact is made at intervals during the preparation of 
work sheets and experience data with each executive (or his assist- 
ants) responsible for the following functions: 

1. Budgets—Sales, general administrative, selling and adver- 
tising, and cost of sales (particularly factory expense). 
. Purchase of material. 
. Manufacture and packaging of products. 
. Industrial relations. 
. Expansion of (or changes in) property, plant, equipment. 


Taxes—Federal income and social security, state, real and 
property, franchise, unemployment, etc. 


Amn Sf whd 


7. General accounting, cost accounting, engineering. 
8. Planning committee. 
9. Market research. 


At this point, it might be well to inject the (new) proverb that a 
financial forecast “which is 95 per cent perfect today is much better 
than one which is 100 per cent perfect a month from today.” Many 
of the thoughts and opinions expressed by operating and other 
executives concerned with the areas which have just been men- 
tioned, especially expressions with regard to budgets, are colored 
by the feelings of individuals with respect to accuracy or timing 
of accounting for expenditures, costs, and revenues. The discus- 
sions which are held will mainly reflect the effects of the pro- 
duction schedule which management in concurrently working up. 
Deliberations in all these areas will often be curtailed by a neces- 
sary deadline. 

The forecasters must be alert, high caliber individuals who are 
thoroughly acquainted with the company’s accounting system, its 
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budget policies, historical financial experience and who have the 
ability to devise accounting short cuts. They must be imaginative 
and must be able to visualize the effect of each calculation on the 
resulting report. 

One short cut which will expedite the preparation of forecast 
statements, is to consolidate with the parent in all calculations 
wholly-owned subsidiaries which make and sell the same product. 
Assembly plants and selling and service subsidiaries are examples, 
A second time-saver is to carry all extensions of sales and costs 
(and all other calculations) in thousands of dollars. The executive 
studying the report is not concerned with the minute details of 
trial balance accuracies but he will visualize and digest the contents 
of a forecast readily if reading is made simple. 


Organization and Contents of the Forecast 

Many executives review the projected cash position of the com- 
pany ahead of other projected statements. Therefore, it is ad- 
visable to place the cash forecast in number one position in the 
completed report although, in preparation, it must necessarily de- 
pend on other statements. Relevant monthly projected statistics are 
placed at the bottom of this statement and might include the fol- 
lowing: projected net sales, net profit, receivables, inventories, 
fixed assets, payables, long-term indebtedness, and working capital 
figures and ratios. In effect, the cash forecast embodies all essential 
information for quick analysis by management and may contain 
key figure notations relating to the remaining forecasts. 

What these remaining schedules should consist of is not a settled 
matter. For the purpose of concreteness, the following is a sug- 
gested list of items which should be included in a complete report 
of the projected financial condition for the year : 


1. Comments. 


2. Consolidated statements. 
a. Cash forecast 
b. Projected profit and loss statement 
c. Projected balance sheet 
d. Changes in working capital 
3. Consolidated statements for the parent company and sub- 
sidiaries which make and sell same product. 
a. Cash forecast 
b. Projected profit and loss statement 
c. Projected balance sheet 
d. Changes in working capital 
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e. Unit volume and sales by products 
f. Projected operating profit by products 
g. Summary of cost of sales and general and administra- 
tive expense budgets 
h. Capital projects (plant changes, expansion) 
i. Others as required 
4. Projected profit and loss statement by companies. 
a. Parent com 
b. All subsidiaries which make and sell the same product as 
the parent company 
5. Subsidiary companies which make and sell different prod- 
ucts from those of the parent company or which furnish raw 
material to parent and other subsidiaries, such as castings, 
forgings, steel, glass, hardware, parts, etc. 
a. Cash forecasts 
b. Projected profit and loss statements 
c. Projected balance sheets 
d. Any or all of the remaining schedules appearing under 
(3), as required 
The foregoing list is flexible enough to permit additions or dele- 
tions to suit a particular company’s situation. 

In developing the projected profit and loss statement, the fore- 
caster should bear in mind that it is helpful to have this statement 
supported by an operating profit statement by products. Such 
operating profit statement by products is important in that it 
advises management how much profit is to be expected from each 
prime product and secondary product (spare parts and the like), 
based on the product mix and volume as shown in the approved 
product program. 


Sales Volume and Prices 


A unit volume and sales by products schedule is the starting 
point of the projected operating statement. Its detail guides the 
compilation of the cost of sales forecast. The top half of this sched- 
ule displays the product program by prime products by months. 
The bottom half of the schedule shows unit selling price and 
monthly projected dollar sales volume and totals by products (in- 
cluding secondary products). Anticipated price changes may be 
footnoted as a part of this statement. 

For the purpose of simplicity the assumption is made in this 
article that all products are sold f.o.b. plant. It is probable that the 
same sales price will prevail on prime products regardless of the 
region or zone in which sales are made, the only major difference 
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being the freight differential which is treated in the cash forecast 
and projected balance sheet. Should selling prices vary in different 
zones for reasons other than freight-to-destination, a weighted 
average price may be employed. Any known future price changes 
are applied to the projected sales volume upon the effective date. 
The sales department should furnish information regarding long- 
term contracts and fixed-price or cost-plus government contracts 
which are included as part of the product program and projected 
sales volume. 


Forecasting Costs and Expenses 


Prime products are costed at standard. Proposed new products 
will be costed at estimated standard costs. Normal variances from 
standards arising from anticipated changes in product design, pur- 
chasing or manufacturing methods, cost reduction programs, and 
similar conditions should be provided for in the operating state- 
ment. Spare parts are readily costed by using a percentage of sales 
based on past experience. Conservative forecasters will provide a 
contingency against deterioration, pilferage, and/or shrinkage of 
material. Such contingency may be a flat sum per month, may be 
based on unit volume, or may be established as a percentage of 
standard material cost and charged directly to material variance and 
credited to reserve for inventory shrinkage in constructing the 
forecast. 

The factory expense budget, which is prepared on the basis of 
the proposed production program will, by comparison with ex- 
tended standard expense, provide the factory expense variance from 
standard. In case this budget is not available, the forecasters will 
prepare their own estimated factory expense budget in sufficient de- 
tail to yield comparable results with actual interim monthly finan- 
cial reports. Such a forecast expense budget will be prepared in 
accordance with accepted accounting practice as outlined in the 
many texts and manuscripts published on expense budgets and in 
line with the accounting system of the company. It will be neces- 
sary to group detail accounts according to source; i.e., indirect 
labor, indirect material, maintenance and repairs, fixed charges, 
other expense and manufacturing losses. 

Tool amortization may be included in the cost of sales or as a 
separate item below gross profit on the profit and loss statement, 
in accordance with the policy of the company. Working papers in 
sufficient detail giving consideration to beginning unamortized bal- 
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ances, estimated future additions to tool accounts, proposed timing, 
and unit rate of amortization, will support the monthly charge for 
amortization. This detail must tie in with the proposed capital 
projects or expansion program which in turn affects fixed assets 
on the projected balance sheet. 

General, administrative, selling, and advertising budgets which 
have been carefully reviewed and have been temporarily approved 
by management for forecast purposes are included in the projected 
profit and loss statement. Transfers from the total general and 
administrative budget to the cost of sales budget of departments 
which have a direct function in the factory, such as engineering, 
parts, purchasing, and material contvol, can be made at a later date 
when the performance report is prepared. 

Other income and expense may be forecast with past experience 
as a base plus any known future changes. Provisions for extra- 
ordinary charges (e.g. incentive bonus) and income taxes are 
computed in accordance with established or proposed company 
policies. 

Completing Projections in Proper Order 

Before proceeding with the balance sheet and cash forecast state- 
ments, the projected profit and loss statement and the projected 
operating profit by products for the total period should be care- 
fully reviewed by the forecasters and the financial officers of the 
company. Data showing past performance by products compared 
with future estimated performance will aid the review. If any re- 
visions are to be made in the operating statements, they should be 
made before preparation of other forecast statements. A great 
deal of time is wasted in revising cash and balance sheet statements 
which must tie in with the corrected profit and loss statement. Be- 
fore preparing the cash forecast, it is advisable to complete the pro- 
jected balance sheet which serves as the reconciliation statement 
between the profit and loss statement and cash forecast. 


Balance Sheet Projection 


Having spent considerable time on numerous forecasts in the 
Preparation of thirty to forty detailed journal entries covering all 
projected operating and balance sheet transactions for each month 
of a twelve-month forecast, the writer is convinced that the method 
of balance sheet projections as presented in Exhibit 1 (including 
Supporting schedules described) is more satisfactory from the 
standpoint of accuracy and expedience. 
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The major balance sheet items to consider in a projected balance 
sheet are cash, accounts receivable, inventories, fixed assets, trade 
accounts payable, accrued payables (payroll, taxes other than in- 
come taxes, etc.), and possibly also such liabilities as long-term 
indebtedness and contingency reserves on which activity is antici- 
pated. Other balance sheet accounts will, so to speak, take care of 
themselves and the judgment of the forecaster as to changes therein 
will be based on experienced trends. Detailed work sheet schedules 
of various accounts are prepared to substantiate the projected bal- 
ances posted on the balance sheet work paper. Inasmuch as cash 
is all-important, Exhibit 1 shows data tying in all balance sheet 
items with cash. This form is helpful in that eventualities such as 
deficits in the operating cash fund, unbalanced inventories, etc., are 
readily detected. Furthermore, subsequent analysis of working 
capital and application of funds statements can be prepared from 
the summary column at the extreme right. 

Detailed work papers are prepared in support of this top work 
sheet and as proof that all necessary journal entries have been 
made. The accounts receivable sheet (Exhibit 2) may be used as 
an example. Its reference from Exhibit 1, as there shown, is “Ref 
1-A.” The projected total balance (last column) may be deter- 
mined as a percentage of current month’s sales based on past ex- 
perience and corrected to include anticipated early or delayed 
payment by certain customers. Total collections against products, 
prepaid items, and excise tax, will appear as such in the cash fore- 
cast under “estimated receipts” and in the same monthly amounts 
as determined from the foregoing calculations. 

Inventory balances are projected on the basis of inventory turn- 
over, i.e., the relation between the cumulative twelve-month cost 
of sales and inventory balance for the same annual period. The 
balances may be adjusted by the amount of anticipated changes in 
purchasing or production policy due to introduction of new models, 
revised inventory control program, and similar conditions. The 
work sheet for inventory projection is also set up to show the 
monthly cash requirement for material purchases from vendors 
and subsidiaries supplying castings, hardware, subassemblies, and 
the like. 

Fixed asset balances on the summary work sheet are supported 
by detailed work sheets showing beginning balances in each major 
assets group (land, buildings, machinery and equipment, tools, dies, 
furnishings, etc.). To these balances are added the projected 
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monthly additions, while obsolete assets, depreciation, and tool 
amortization are deducted. Sufficient computations are made herein 
to ascertain the monthly cash outlay for current replacement, im- 
provements to existing facilities, and the capital expansion pro- 
gram. 

The remaining reference schedules are compiled in a similar 
manner. Accounts payable, accrued payroll, and accrued tax work 
sheets include sufficient detail to account for cash transactions. In- 
vestments in wholly-owned and partially-owned subsidiaries are 
revised monthly by the amount of profits of these units and changes 
in cash loans made by the parent for operating purposes. Antici- 
pated cash receipts for miscellaneous income and disbursements 
for miscellaneous expenses are projected in the cash forecast. 

Upon completion of the foregoing working balance sheet, the 
forecaster will experience no difficulty in transferring the informa- 
tion to the standard balance sheeet form in use by the company. 
The reference schedules and historical records supply necessary 
data for breaking down inventories, fixed assets, deferred assets, 
other assets, et al., into as many balance sheet groupings as re- 
quired. 


Form of the Cash Forecast 


Top management wishes to survey the expected cash position of 
the company at the end of each interim accounting period. Prospec- 
tive high or low monthly cash balances will be disclosed as the re- 
sult of the forecaster’s interpretation of timing of future operations 
and the effects of management policies or programs in terms of 
cash. To forecast the cash position for an annual period, a thirteen- 
column statement is appropriate. Only the important items of 
revenue and expenditure are listed, while the less important items 
are classified under miscellaneous headings. The form of a sample 
cash forecast is shown in Exhibit 3. 

Other schedules which may be required, such as analysis of 
working capital and application of funds are prepared from in- 
formation contained on the balance sheet and cash forecast. The 
consolidated statements are backed by a work sheet summary of 
intercompany profit and loss and balance sheet eliminations. 


W bat the Forecast Can Mean to Company Executives 


Executives of the company not particularly trained in account- 
ing, like, for example, sales, operating, and manufacturing execu- 
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ProyecTep CONSOLIDATED CaSH FoRECAST 


January 1, 1950 through December 31, 1950 


(In Thousands of Dollars) 


January 


Opening balance .............+-4-- 


Add: Estimated receipts 
Accounts receivable collections 
(ages) .» uhvwasies sons can ccuass 
Accounts receivable collections 
Cemcine tact) .cscivccccsdsccce 
Collections of prepaid items and 
Pe ey ne 


Total cogniein. . «siccws cerincime 


Total receipts and opening 
ale see cae bits 


Deduct: Estimated disbursements 
For operations, material, labor, 
GD. -crnnchenemrenianscesaenes 
To subsidiaries for raw materials. 
Federal excise tax paid to govern- 
GON oo chvucetericdudsawdsseye 
Holiday and vacation pay........ 
Administrative salaries, etc. ..... 
Unemployment and social securit) 
CANES ccccccccscccecevcegedocis 
Real estate, personal property. 
franchise, miscellaneous taxes. . 
Federal income taxes............ 
Expenditures for capital expan- 
HOR SUGGPIANE » vacescevesccgess 
Expenditures for replacement and 
improvement of present facili- 
GED | wav episer beha danseehadeses 
Dividends on capital stock....... 
Long-term notes payable......... 
OROINE 4.3.5 cdadesadecdotes 


Total disbursements ...... 


Cash balance at end of period...... 


Exuusit 3 


1950 


(Inter- 

vening 

months 
omitted ) 


Total 
for year 


$ 




























842 N. A.C. A. BULLETIN 


tives, may not at once grasp the comprehensive scope and imme- 
diate pertinence »f the financial forecast. It is the forecaster’s duty 
to acquaint these executives with the trends in financial condition 
revealed by the forecast. The writer recommends that a concise 
summary of the contents of the forecast report be incorporated in 
the comments which accompany it. These comments should con- 
tain the important comparisons with previous years’ experience. 
It is obvious that all forecasts are predicated upon particular oper- 
ating conditions in contemplation, such as changes in manufactur- 
ing processes or procurement of new fixed assets to improve 
techniques. These conditions should be high-lighted and called to 
the attention of management by advance comment. 

It is not only important to forecast what will happen to the 
financial condition of the company at the conclusion of a forecast 
period, but it is just as important to issue performance reports 
monthly in order that proper corrective steps, if necessary, can be 
taken in time to achieve the projected financial goals. Such per- 
formance reports should follow the general outline of the forecast. 

The completed financial forecast package is only as good as its 
component parts and, if based on wrong data, will do more dam- 
age than no forecast at all. The forecaster must be certain that all 
information he uses is reliable. He should get the information 
from responsible company executives, test it bit by bit, combine 
all the data, and temper it by his own judgment into the finished 
report. The financial forecast is a must for all companies, large 
and small. It is the best financial control tool that company execu- 
tives have at their disposal. 
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Procedure for Establishing A 
Two-Part Office Manual 


Office procedures, because of their very nature, require constant supervi- 
sion and review if they are to be kept at the peak of efficiency. A ware- 
houseman, when taught the easiest method by which a heavy box can be 
moved from one part of the plant to another, will make the procedure a 
habit. However, an accounts payable clerk, having been taught a procedure 
for handling his clerical functions, will, unless constantly supervised, gradu- 
ally modify his clerical task in many ways, particularly with extra analyses 
and special summaries, until the initially established procedure is distorted 
and changed beyond recognition. 

This tendency by clerical personnel to vary established office procedures 
by adding their own ideas and methods, makes a written manual of standard 
instructions a necessity. This should not mean that individual ideas by 
clerks are not to be encouraged but rather that they will be properly re- 
viewed and sanctioned before becoming effective in changing prescribed 
routines. 

Certain problems of and methods for procedure for the writing of an of- 
fice manual are set forth here. For the office manager or comptroller of an 
organization currently operating without any written office instructions, 
the suggestion is made that two types of manuals are required: 

1. A general manual of instructions which outlines the organizational 
basis of the several functions within the office—This manual should 
contain only such detail as is necessary to impart understanding of 
the flow of work to the several departments. It relates primarily 
to the origin, purpose, and end use of report forms and not to their 
physical handling. 

2. A detailed job analysis of each desk within the office—This manual 
should be related to the general manual of instructions and should 
supplement it by giving details of physical procedures. 


In writing the general manual of instructions, the following procedural 
pattern is suggested : 

1. Preparation of a list of subjects to be covered—This can normally 
be done at a round table discussion in which the chart of accounts, 
together with any other special subjects, are reviewed by the comp- 
troller and his supervisors, and a list is made of the subjects upon 
which instructions are required. 

2. Organization of the list of topics into an index—This step is neces- 
sary in order to assign memorandum numbers for cross reference 
purposes within the manual. Indexing serves also as a second review. 

3. Preparation of a short outline of items to be included under each 
topic of the index—-This can be done by the comptroller and/or his 
assistant. The outline will avoid the repetition of items under related 
subjects within the index and will assist the organization of material. 

4. Adoption of a standard form of presentation for all procedures— 

This includes paragraph numbering and the order of subjects. 











9. 
10. 


1. 


2. 
3. 


4, 


5. 


A. 


2. 








8. 


N. A. C. A. BULLETIN 


. Assignment of topics within the index—Such assignment is made 


to departmental supervisors and chief clerks for the writing of a 
preliminary draft of procedure. 

Review and discussion of preliminary drafts by the comptroller, 
supervisor, and the individual performing the task or duty. 
Incorporation of changes which result from this discussion in the 
procedure and preparation of a second draft. 

Panel discussion and review by all departmental supervisors of each 
procedure, relating it to the manual as a whole. 

Check and recheck of cross references. 

Final draft preparation. 


The second manual, which covers detailed job analyses, should be written 
by the departmental supervisors and should represent a desk analysis of each 
clerical position within the supervisor’s jurisdiction. These job analyses 
are more easily prepared than the general manual and may well be ap- 
proached in the following steps: 


A listing of the functions of each desk should be made by the clerk 
involved, working in conjunction with his supervisor. 

These lists should be expanded into routines by the supervisors. 
The procedures written by the supervisors should be discussed with 
the clerk and a redraft made. 

Correlation of material in the job analysis to the general manual 
of instruction is then made. 

A final draft may be prepared. 


A written manual of instructions, preferably in the two-part form which 
has been described, and the writing of such a manual, will be immeasurably 
useful in any office. Some of the uses are as follows: 


It will enable supervisors to be fully cognizant of the details of 
the jobs under their supervision. 

Disclosure will be made of procedures which are not definitely estab- 
lished, thereby enabling supervisors to resolve these procedures into 
the most efficient manner of operation. 


. Discovery of any deviation from standard procedure by individual 


clerks will ensue. 

There will be established a record or guidance book to be used in 
indoctrinating new employees in the functions of their positions. 
The manual may be used as a supplement to the work on procedures 
performed by the general auditors of the company and savings 
gained on the cost of method analyses by these auditors. 


. A ready reference is provided for new supervisory employees in 


case of a change of supervisors or comptroller. 


. A standard ground for discussion, understandable by all levels of 


clerical personnel, is established. 
Eucene B. Wats, Los Angeles Chapter 

























a a a a a ee 


Oo mf eam ao 


ceo. 2o2 a 





ritten 


alyses 
ye ap- 


| with 
1anual 
which 
urably 
ils of 


estab- 
s into 


vidual 
sed in 


avings 


ees in 


els of 


hapter 











A "SINGLE-PREMIUM" DEFERRED ANNUITY PENSION PLAN 
WITH SUPPLEMENTARY PROFIT-SHARING 
RETIREMENT BENEFITS 


by JAMES M. SHIRK, 
Secretary, Retirement Plan Administrative Committee, 
Western Auto Supply Co., Kansas City, Mo. 


A means to offer participants the sense of security afforded by 
a pension plan with its retirement benefits clearly related to earn- 
ings and also the broader sense of opportunity for benefit accumula- 
tions which comes with a deferred payment profit-sharing plan 
is set forth in this presentation. Described are associated retire- 
ment and profit-sharing plans, having the effect of a single plan, 
administered as separate trusts by the same group of trustees. 


: how essential objective of any employee benefit plan is em- 

ployee satisfaction and consequent improved morale based on 
assured security. A pension plan is clearly a good business prac- 
tice, but only a pension plan based on sound actuarial premises 
gives true assurance of security. Since it operates at a fixed cost 
to the extent that obligations must be met regardless of profits if 
benefits are to be forthcoming at their predetermined levels, a pen- 
sion setup should be planned on a modest basis. To the extent 
that security for the years following retirement creates peace of 
mind and thereby increases efficiency, a pension plan has incentive 
features. However, to the extent that determinable benefits are 
guaranteed, a pension plan by itself may tend to foster inertia. 


Pension and Deferred Profit-Sharing Plans Combined 

The use of a profit-sharing plan in conjunction with a pension 
plan will serve to supplement the assured security of the pension 
plan. While there can be little certainty of the amount of benefit 
in dollars to be derived from a profit-sharing plan, a large incen- 
tive element is added because a share of the results of greater 
effort accrue to the advantage of the individual employee. Since 
distribution formulae are usually based on length of service and 
compensation and thus indirectly reflect the individual contribu- 
tion to organization operations, the reward element looms large for 
the employee. The cost of a profit-sharing plan is necessarily 
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keyed to the results of an organization’s operations. Hence it 
does not constitute a fixed obligation but varies with ability to pay 
and tends to bring the over-all cost of the combined plans within 
the scope of sound business administration. 

Western Auto Supply Company, desiring to establish an em- 
ployee benefit plan which embodied the incentive features of 
profit-sharing as well as the assured security offered by a pension 
plan, adopted, and, on January 1, 1946, put into operation, its em- 
ployees’ profit-sharing and retirement program consisting of a 
profit-sharing plan and a retirement plan. All contributions 
under the program are made by the employer and no contributions 
are required or permitted of any employee. The program is admin- 
istered by a committee known as the administrative committee, 
consisting of officers and other employees of the employer appointed 
by and serving at the pleasure of the employer. A New York City 
bank is trustee for both the retirement trust fund and the profit- 
sharing trust fund, separate trusts used to accumulate and invest all 
funds and to, make payment of benefits. All regular employees 
are eligible for participation on January 1 following the completion 
of three years of service, provided they are not more than 65. 


Eligibility and Benefits Under the Retirement Plan 


Under the plan, a participant is entitled to an annuity benefit 
under any one of the following three sets of circumstances: 


1. Upon his normal retirement date, which is the December 
31 coincident with or next following the date upon which 
he attains 65 years of age. 

2. Upon his optional retirement date, which may be any date 
(prior to the normal retirement date) on or after such 
participant attains 55 years of age, if the administrative 
committee consents to the date and if actual termination 
of employment then occurs. 


3. Upon severance of employment (prior to retirement) 
other than by death when the participant has completed 
at least one-half of the period between the date he became 
a member in the plan until his normal retirement date. In 
such event, payment of annuity benefits will be deferred 
until the normal retirement date except that, in special 
cases, the committee may order payments to begin at the 
optional retirement date. 
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The normal annuity benefit consists of an annual retirement 
income, payable monthly for the life of the participant and starting 
as of the January 1 next following his normal retirement date. The 
income is calculated as the sum of the following: 


1. Past service benefit—Three-fourths per cent of the partici- 
pant’s annual compensation computed at the rate of com- 
pensation applicable to such participant for the last regu- 
lar payroll period of the year 1945 multiplied by the years 
of credited service before January 1, 1946. 

2. Current service benefii—The sum of: (a) one per cent 
of the participant’s basic compensation from $600 to and 
including $3,000 for each year of his credited service after 
December 31, 1945, and (b) one and two-thirds per cent 
of the amount in excess of $3,000 for each such year. 
(The exclusion of the first $600 reflects the existence of 
substantial Federal old age benefits on this amount and 
the higher rate on earnings over $3,000 represents the ab- 
sence of such benefits on amounts above this figure.) 


Generally speaking, the benefit formula under the plan will pro- 
vide a retirement income at age 65, together with social security 
benefits, of about 50 per cent of average base salary after 30 years 
of participation in the plan. 

Instead of his normal annuity benefits, a participant may elect 
to receive any one or any combination of the following optional 
annuity benefits, which are the actuarial equivalent of his normal 
annuity benefit : 


1. Immediate annuity on optional retirement—In the event of 
retirement on the optional retirement date, an immediate 
annuity may be chosen, payments to start upon the first 
of any month following such optional retirement date, 
with or without adjustment for the period prior to com- 
mencement of the participant’s Federal old age benefit. 

2. Joint and survivor annuity—A joint and survivor annuity 
option is available, payable for the participant’s life and 
continuing ‘after his death (in the same or different 
amount) to, and for the life of, any beneficiary designated 
by him. 

3. Other—Any form of annuity determined and approved by 

the committee. 
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Contributions to the Retirement Plan 


The employer contributes for each calendar year such amounts 
as are certified by the committee as necessary to effectuate the pur- 
poses of the plan. Such contributions are made to the trustee to be 
held and administered in trust pursuant to the terms of the trust 
agreement. Inasmuch as the trust and plan are designed to comply 
with the provisions of Section 165(a) of the Internal Revenue 
Code, as amended, and with existing rules of the treasury depart- 
ment, certain limitations covering stockholder employees and the 
twenty-five highest paid employees are applicable. 


Method of Funding Retirement Plan Obligations 


Under the plan, the current service cost is funded upon the basis 
of the “unit credit cost method” as described in bureau bulletin on 
Section 23 (p)(1)(A), Part ITI, Clause (iii)(D). The initial 
past service cost is funded by annual payments of ten per cent 
thereof. Single premium rates are used based on 1937 Standard 
Annuity Mortality Table appreciated at 2% per cent interest dur- 
ing the period of funding and at two per cent during the period of 
disbursement. The rate, based on mortality and interest assump- 
tion, is loaded with five per cent for contingencies. No discount 
is taken in advance for separations. Credits arising from separa- 
tions appear as contributions toward succeeding year’s obligaiions. 
No anticipation is made as to salary increases because of full fund- 
ing each year as to salary current that year. 

The “single-premium” method of funding means essentially that 
the amount of money required to pay for each year’s particular 
benefit in full, without any further contribution requirement, is 
paid into the trust fund. For example, if, under the plan, a par- 
ticipant earned $3,000 in one year, it would mean that in that year, 
the single premium or contribution for a $24 annual benefit at age 
65 (1 per cent of $3,000 less $600) would be paid into the trust 
fund. Then, in each subsequent year, the appropriate amount for 
the benefit based on the participant’s earnings would be set up in 
a similar manner so that at the time of his normal retirement at 
age 65, the accrued benefits would be fully funded. 

One of the characteristics of the single-premium method is that 
the nearer a person is to his retirement age, the more costly it is to 
provide a given unit of benefit. This is because of the operation 
of the factors of interest and mortality. For example, at age 30 
for a male participant under the plan, the single-sum cost for a 
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life income of $1 a year commencing at age 65 is less than one- 
third of the amount required at age 65. However, since the 
method of funding under the plan does not discount in advance 
for severances of employment, credits arising from termination of 
employment of participants by death and prior to vesting or 
normal retirement have, in actual experience, more than offset such 
rate of increase in the over-all cost of the plan. 

Under a qualified pension plan and trust, contributions for cur- 
rent service benefits (normal cost) are fully deductible for Federal 
income tax purposes in the year for which such contributions are 
made. However, deductions for contributions funding past service 
credits are limited each year to ten per cent of the cost which would 
be required to completely fund such credits as of the date when 
they were included in the plan. To illustrate, it may be assumed 
that a participant under the plan was credited with past service 
benefits at the beginning of the plan which had a present value, 
based on the single premium rate for his age at that time, of 
$1,000. In other words, if a lump sum deposit of $1,000 were 
made immediately, that amount plus the interest at 2% per cent 
earned thereon would provide for his past service benefits at 
normal retirement without further contributions. 

However, only ten per cent of this sum, or $100, may be de- 
ducted each year on the Federal tax return, until the whole cost is 
so deducted. It is customary to follow the ten-year basis in making 
the contributions themselves. Of course, interest is earned only 
on the amounts actually deposited from year to year. Therefore, 
extra amounts must be deposited to make up for the loss of interest 
due to installment funding. Actually, eleven annual deposits of 
$100 and a final deposit of $32.53, will have been made before the 
fund is the same size as if it had been started with a lump sum of 
$1,000. Under the plan, total past service benefits for all active 
participants will be funded in this manner. 

Thus, the contribution for any year to effectuate the purposes of 
the plan, is determined essentially as follows : 





Current value of accumulated current service benefits of all 
participants, both active and retired, 

plus 
ten per cent per year of original value of past service benefits 
of both active and retired participants, compounded at 2% per 
cent 


market value of trust fund 
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Features of Supplementary Profit-Sharing Plan 

For each calendar year, the employer contributes to the trustee 
the smallest of the following amounts, after deducting therefrom 
the amount contributable under the retirement plan for such year: 


1. The total amount of the employer’s net profits for each 
such year in excess of 15 per cent of its invested capital 
for each such year. 


2. Twelve and one-half per cent of its net profits for each 
such year determined without any deductions for Federal 
taxes upon income or for contributions made under this 
plan or the retirement plan. 


3. Fifteen per cent of the base compensation of the partici- 
pants for each such year. 


For each of the three calendar years since the effective date of 
the plan and for which contributions have been made, the third 
alternative has applied. 

As of the close of each year for which a contribution is made, 
each participant is credited with the percentage of such contribu- 
tion, expressed in whole units of equal value, which his compensa- 
tion for the year represents of the total compensation of all partici- 
pants. For the first year of the plan, the value of each unit was $1. 
For each subsequent year the value of each unit is the amount 
resulting from dividing the totatl units standing to the credit of all 
participants on December 31 of the year into the then value of 
the trust (excluding the contribution for such year). In this, 
fractions of units are disregarded. The value of the trust for this 
purpose is the fair market value of the net assets held under the 
trust, as determined by the committee. As soon as possible after 
the close of a year, each participant is notified in writing by the 
committee of his annual and accumulated credit. 

Distributions under the profit-sharing plan are made to the par- 
ticipants, their beneficiaries, and their estates only as follows: 


1. Severance of employment prior to retirement. 
2. Normal or optional retirement. 
3- Death. 


Upon the occurrence of any of the above events, the committee 
directs the trustee to distribute to the participants, his beneficiary, 
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or estate, the value of all units standing to his credit at such time 
in one or more of the following methods which the committee, in 
its sole discretion, may determine : 


1. The purchase of an annuity contract. 


2. Lump sum payment in cash. 


3. Cash payments in monthly, quarterly, semiannual, or an- 
nual installments over any period not exceeding 15 years, 
after first having segregated the aggregate amount thereof 
in a special account. 


A Card Record for Each Participant in the Plans 

An individual account record for each participant is maintained 
by the administrative committee. The record is in card form show- 
ing such information as name, sex, date of birth, date of employ- 
ment, dates of vesting and normal retirement, and all other quali- 
fying data with respect to eligibility for and participation in the 
profit-sharing plan and the retirement plan. The record also con- 
tains, for each year in which a contribution is made, the partici- 
pant’s base compensation for that year, annual accrual of current 
retirement benefits, and the accumulated value, total past service 
benefit and its initial value, profit-sharing units for current year, 
and accumulated units to date. 

The qualifying data and base compensation are determined by 
the committee from the employer’s records. Retirement benefits 
and values or cost of benefits and the crediting of profit-sharing 
units are determined by the committee in the manner previously de- 
scribed in this article. The committee maintains all supporting 
schedules and records used in such determination. 

Effective Publicity Essential to Benefit Plan Success 

When a company notifies its employees that it has adopted a pen- 
sion or a profit-sharing plan, it is for two purposes: 

1. The employees must be told about the plan in order to 
qualify the plan under Section 165(a) of the Internal 
Revenue Code. 

2. The plan must be “sold” to the employees. One oi the 


strongest arguments for the adoption of a benefit program 
is that it tends to create good will, increase employee 
loyalty, and act as an incentive toward greater production. 
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However, it is clear that the plan can do none of these 
things if the employees do not know about it. 


For this purpose, Western Auto Supply Company introduced 
the program in part by means of a booklet entitled “Your Way to 
Security—Employees’ Profit-Sharing and Retirement Program.” 
The booklet is divided into two parts, the first of which explains 
the program in question-and-answer form with appropriate illus- 
trations. The second pertion of the booklet contains the complete 
trust agreement for the profit-sharing plan and the retirement plan. 
The introductory letter from the company president announcing 
the program is used as a foreword to the booklet. 

Since the time at which the booklet was prepared, the committee 
has developed other material in booklet and pamphlet form which 
has served to further publicize the program. One of the most 
satisfactory ways of reaching employees has been through use of 
the company magazine in which the committee has attempted to 
have three or more articles appear each year covering various 
phases of the program. Participants are encouraged to write to 
the committee asking questions. Personal interviews are used 
wherever possible. 


Results to Date 
Because of the comparatively few years during which the pro- 
gram has been in operation, it is difficult to measure its tangible 
results. However, during the second year following the adoption 
of the program an improvement in the turnover rate of employees 
was noticeable. This trend has continued to the present time. 

Company contributions to the program have, for the three cov- 
ered years, amounted to $1,910,012.48, an average value for each 
participant of $1,064.55, ranging from $309.60 for those who have 
been participants for one year to $1,369.49 for those who have had 
three years of participation. Eleven former participants have or 
are now receiving benefits under the retirement plan upon reach- 
ing their normal or optional retirement dates. 

Payment of profit-sharing credits to participants whose employ- 
ment has been severed has in many cases served as a cushion until 
such time as the participant reestablished himself in other employ- 
ment or endeavor. In conclusion, probably the greatest benefit 
derived from the program has been its excellent acceptance by the 
employees and the good will that it has fostered. 
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PARTICIPATION AND PREMIUM COST RECORDS FOR A 
PENSION TRUST PURCHASING RETIREMENT 
INCOME INSURANCE 
by JOHN W. FLORY, 


Assistant Treasurer, Ranco Inc., 
Columbus, Ohio 


When a company’s pension plan involves buying retirement in- 
come contracts with life insurance benefits, two special problems 
arise. Provision must be made for annual computation of the 
change in premium with respect to participants entitled to greater 
coverage because of increase in base rate of pay and a calculation 
must also be made of the net life insurance premium cost paid on 
behalf of each employee and taxable to him as income. The forms 
presented with the present paper cover these needs as well as others 
in connection with the plan outlined. 


RIEFLY, the Ranco pension plan is a trusteed plan which pro- 

vides for the purchase by the company through a trustee of re- 
tirement income contracts (with current death benefits) or annuity 
contracts, for employees who have reached age 30 and who have 
completed a minimum of five years of continuous service with the 
company. Retirement income contracts are purchased for em- 
ployees who, when eligible for participation, are not over insurance 
age and who are insurable risks. For those who cannot qualify for 
retirement income insurance, retirement annuities to produce like 
amounts of retirement income are purchased. All premiums are 
paid by the company except the portion of any premium on a re- 
tirement income policy which exceeds the standard rate for that 
type of policy by more than $10 per thousand. 


Maintenance of Eligibility Records 
One of the most important and in some respects the most diffi- 
cult record of all to keep is the Eligibility Record, Exhibit 1. This 
is a record which might well be a part of a company’s regular per- 
sonnel records and yet, in many cases, it may be highly desirable 
that it be kept under the supervision of the financial section, owing 
to the fact that upon it may rest important company liability as 
well as the fact that the rules governing its maintenance may differ 
in many respects from that used by the personnel department on 
very similar records. 
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Exuuir 1 


In our case, the eligibility record on each employee is kept by a 
clerk connected with the financial section whose duty it is to 
examine each notice of employment and separation, make the ap- 
propriate entries on the record and, in so doing, make such changes 
in eligibility date as may be indicated. Once each year, prior to 
the anniversary date of the plan, the eligibility records of all em- 
ployees are reviewed to determine those who will then become 
eligible for participation. Records for prospective participants 
are set up on a tentative basis, since final entrance is contingent 
upon active employment on the anniversary date. 


Records of Participation, Service, and Coverage 


From the eligibility record the employee’s dates of birth, em- 
ployment, and eligibility are transferred to the Participant’s Date 
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Exuurr 3 


and Service Record, Exhibit 2, and his normal retirement date is 
calculated and entered as are also the years of service—past, pre- 
sumed future to retirement age, and total. 

The two records, Participants Basic Social Security, Exhibit 3, 
and Required Coverage, Exhibit 4, are next set up and completed 
in a step-by-step process alternating from form to form as is neces- 
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sary to follow the steps indicated thereon. Having entered the em- 
ployee’s morithly base rate (calculated from his hourly base rate 
if an hourly employee), all indicated calculations on both forms 
may be completed by cross-reference between them and the par- 
ticipant’s date and service record. The participant’s date and 
service record and participant’s basic social security as initially 
filled out become permanent records if the employee enters the 
plan as anticipated. However, the required coverage form should 
be recalculated in full each year unless an examination reveals no 
change in the employee’s base rate since the previous calculation. 





















RECORD OF COVERAGE - RANCO PENSION TRUST 
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Exuait 6 


Estimating Premium Requirements 


The next step leads to the calculation of the estimated premium 
required by new coverage, i.e., on new participants or increase in 
coverage as indicated by the required coverage form. For this 
purpose Participants’ Record, Exhibit 5, is set up and entries 
made in the designated columns for date (date of eligibility), 
A (payroll code), base rate, B (insurance company code), 
C (policy type code), insurance age, sex, and units (one unit 
is defined as coverage of $10 per month of pension benefit 
and/or $1,000 of death benefit). Having completed the foregoing 
to that point in the form (use of remaining columns is covered 
later in this article), we summarize the results so obtained on 
Record of Coverage, Exhibit 6. These cards represent coverage 
of groups of participants, i.e., coverage requiring policies differing 
only in number of units are recorded on one card which is 
set up by selecting a blank on which the insurance company and 
type of policy has previously been addressographed in the upper 
left hand corner and entering thereon the age and sex. The em- 
ployee number and the required units are then entered. These 





858 N.A. C. A. BULLETIN 





cards should be arranged by insurance company, by age, and by 
sex. When all new coverage has been so entered we are ready to 
arrive at the related estimated premium requirement. 

This is done by setting up the following column headings on a 
standard columnar sheet; age at issue, retirement age, sex, units, 
standard unit premium, and total premium. A separate sheet is 
used for each insurance company and for each contract type; i.e., 
retirement income or retirement annuity. Having entered our data 
from the record of coverage already described (Exhibit 6), we 
apply the standard premium rates, using the insurance company’s 
current rate book, make the necessary extensions, and total the total 
premium column. The result is the estimated premium due on new 
coverage. The preparation of similar sheets in a like manner for 
previously purchased coverage, adding thereto columns for current 
dividend rate and total current dividends, will permit us to de- 
termine the net premium required this year on past coverage. The 
total of all such analysis sheets will, of course, be the amount of 
total premium required on this particular plan anniversary. 


Medical Examination Schedule; V erification of T otal Premium 

Since the great majority of the participants will be eligible for 
retirement income insurance coverage, it is essential that we pro- 
vide a readily controlled means of scheduling the necessary inter- 
views and medical examinations. To facilitate this operation, an 
Enrollment Card, Exhibit 7, is prepared for each participant, 
addressographing thereon the employee’s name and other identify- 
ing information in the upper left-hand corner. The location of the 
employee (i.e., plant, department, and shift), the insurance com- 
pany to which assigned, and the type and amount of coverage re- 
quired are entered at this point. A preliminary analysis of these 
cards will enable us then to plan with the insurance companies a 
schedule of examinations. Having determined a tentative schedule, 
these cards are placed in the hands of the personnel department for 
use in scheduling specific examinations and for use in follow-up of 
the completion of these operations. It may be found helpful in 
this connection to have a check list of enrollment cards issued, so 
that the returned cards may be accounted for and the completion 
of the enrollment so verified. 

Since the enrollment and examination will usually be completed 
prior to the actual eligibility date, a final check should be made of 
that payroll which includes the anniversary date to ascertain that 
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by all enrollees are actually actively employed on that date. This done, 
’ to we are in a position to authorize the trustee to pay the insurance 
companies the amounts required to cover the advance premiums 
na due upon submission of the insurance applications. 
its, Later the insurance companies will report to us the policies 
; is issued, together with any ratings required. At this point the par- 
Lu, ticipant’s record which has been illustrated in Exhibit 5 may be 
ata completed by entry of the policy number and the premium data. 
we Having completed these entries and having also corrected our 
y’s analysis sheet of estimated total premium, we are ready to verify 
tal the accuracy of the premium entry on the participant’s record by 
ew running a tape of the total standard premium column and com- 
for paring this total with the total shown on the analysis sheets. 
st Underlying Data for Schedule C, Federal Income Tax Return 
he Since the bulk of the plan consists of retirement income policies 
of paid for in full by the company, it is necessary to determine how 
much of the premium so paid is taxable to the employee as current 
income. Pension Trust Division Information Service bulletin 
number 58, revised, issued by the U. S. Treasury Depart- 
or ment, defines the procedure for making this calculation. Be- 
0- cause of the fact that this calculation of taxable premium must be 
T- based on the particular values inherent in each policy, we have 
an 
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found it desirable to set up a sheet for each, and, at one time, com- 
plete the calculation for all years in which taxable premiums will 
be present. Life Cost Record, Exhibit 8, is provided for this 
purpose. The cash values (entered on a unit basis) may be ob- 


tained from the rate books or direct from the insurance company 
and should be entered for all years in which they do not exceed 
the unit face amount of the policy. The net insurance is the differ- 
ence between the cash value and the face amount ($1000). The 
rates used are those stated in PS 58 Revised. Unit Cost is the exten- 
sion of net insurance times the rate. Total life cost is the ex- 
tension of unit cost times the number of units covered by the 
policy. This latter figure is the amount taxable to the employee 
and reportable on information return, Form 1099 in all cases 
where no employee paid rating is involved. Should the policy be 
rated at an amount in excess of $10 per $1000, such excess is in- 
dicated and subtracted from the total life cost to arrive at the net 
life cost, the amount taxable in such cases. 

In support of the deduction taken on the corporate tax return 
for such a treasury-approved plan, a rather elaborate report show- 
ing in detail figures on the twenty-five highest paid participants, as 
well as totals for all other participants and employees, known as 
Schedule “C,” must be prepared each year. (See current regu- 
lations for exception to annual filing requirement). The records 
described above provide a ready means through which the bulk of 
this information may be obtained. 








ACCUMULATING INFORMATION AND INSTALLING RECORDS 
FOR A CONTRIBUTORY PENSION PLAN 
by LINDA STANFORD, 


Senior Officer, Endicott Johnson Corp., 
Endicott, N. Y. 


Accurate and inclusive information in a hurry seems often to be 
the unavoidable result of pressures existent when pension plans 
are devised and installed, a situation reflected in this article in 
which the author tells how the difficulties were successfully over- 
. come and details the procedures and forms used to obtain and reg- 
ister applications, set up employee folders, record retirement, and 
effect payment of pensions. 


[ was on toward three years ago, in June 1947, that executives 

of Endicott Johnson Corporation began considering various 
types of retirement programs for its employees and those of its 
subsidiary companies. The story of the succeeding six months 
before the plan adopted went into operation may make interesting 
reading now. Four of them were required for what must be re- 
garded as the early stages of planning. Many tabulations were 
made as to age groups, years of service, wage levels, and the other 
information necessary for intelligent consideration and develop- 
ment of a satisfactory plan. Lengthy conferences were held with 
legal advisers and consulting actuaries in evolving the best plan, 
best from the employees’ standpoint and still something that the 
business could afford. However, less consideration was given to 
the mechanical problems and physical difficulties involved in put- 
ting it into effect. For this reason, when, in the latter part of 
October 1947, a formal and final plan was developed, to be retro- 
actively effective as of December 1, 1946, with payment of pen- 
sions and contributions by employees to commence January , 1948, 
a rather formidable task of installation was presented. 


A Rush Job 

The purpose of this paper is to outline the problems and diffi- 
culties encountered by the accounting and personnel executives in 
drafting, having printed, and securing the execution of the many 
forms required to establish and tabulate the records of approxi- 
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mately 22,000 employees in order to have the plan operating within 
the short period of two months, including approximately 2,000 
traveling salesmen and retail store clerks employed by the parent 
company throughout the United States. It was not only neces- 
sary to obtain applications from and establish records for the 
12,000 employees eligible for immediate participation in the plan, 
but also to establish records for the remaining 10,000 employees 
who were not yet eligible to participate. 

The first step was to rough-schedule the work. In order that 
the payroll accounting departments would be in a position to com- 
mence the deduction of employee contributions from the first 
compensation received by the 12,000 eligible employees after Janu- 
ary 1, 1948, it was decided to establish December 15, 1947, as a 
deadline for obtaining their applications for participation and 
their authorizations for payroll deductions. The accounting and 
personnel executives were also confronted with the problem of 
building up records for the computation of past service credits for 
approximately 500 previously retired employees who were eligible 
to receive pension payments on January 1, 1948, and with the 
problem of computing past service credits for approximately 800 
actively employed persons eligible for retirement on that date. 


Despite the difficulties and problems enumerated, the timing of the 
installation was so carefully planned and executed that the plan 
was effectively operating on January 1, 1948. 


T hirty-T bree Operating Forms 

From the actuary who was selected as consultant, we learned of 
the various records that must be maintained to furnish informa- 
tion to the trustee and to the actuary in accordance with the terms 
of the plan. We were also advised regarding the types of forms 
that should be used for smooth and efficient operation of the office 
in which the responsibility for the operation of the plan was to 
be placed. It was found that 33 forms would be required, in addi- 
tion to the interoffice requirements as to data on acquisitions, sepa- 
rations, leaves of absence, payroll listings, and in addition also 
to the accounting records to be maintained. A preliminary office 
manual was prepared to assist personnel in understanding the 
forms and procedures. A list of the forms which were printed 
(a number of which are included here as exhibits, and later identi- 
fied) follows: 
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Participation Records 


Tally of Eligible Employees 
Application for Participation 
Waiver of Benefits 

Index Card 

Active Participant’s Register 


Index for Employees’ Informa- 
tion Folder 

Active Participant’s History 

Past Service Credit Computation 
Record 


Retirement Records 


Notice to Worker of Eligibility 
for Retirement 

List of Employees Eligible for 
Retirement 

Application for Normal Retire- 
ment (and election of benefits 
under option) 

Application for Early Retire- 
ment (and election of benefits 
under option) 

Applicant’s Statement of Dis- 
ability 

Physician’s Report of Disability 

Withdrawal Register 


Retirement Register 

Report of Withdrawals from 
Active Service 

Report of Secretary 

Report of Actuary 

Tabulating card for pension 
payments 

Pension check 

Retired Participant’s History 
Record 

Notice of Retirement—No Op- 
tion 

Notice of Retirement — Option 

Notice of Retirement (Special) 





Miscellaneous Forms 
Retirement Termination Regis- Report of Medical Examiners 
ter Check Register 
Claim and Proofs of Death Summary Card 
Change of Recipient Yearly Work Card 
Application of Participant for 
Return of Accumulated Con- 
tributions 
Obtaining Employee Applications 
As has been the experience of many companies, employment 
records prior to 1920 were rather sketchy. Often there were no 
records at all. Prior to World War I the company was small and 
management knew the employees by their first names. During that 
war the business mushroomed and employment records could not 
keep up with the growth. A census of employees was taken in 
1920 and personnel records were established from information 
obtained by this census. The years have proven that such informa- 
tion was not too reliable. In many instances, it was definitely 
faulty, depending upon the individual who originally furnished it. 
It was necessary to get the most accurate information possible be- 
cause in building up records for retirement, the date of eligibility 
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for retirement and the 
amount of pension was af- 
fected by date of birth, date 
of employment, and the 
provision in the plan that 
years of service be continu- 
ous. 

However, helpful infor- 
mation was also available in 
the records. Plant payrolls 
are paid by checks prepared 
on tabulating equipment. 
Hence, the payroll office had 
tabulating cards on file for 
each employee, showing the 
date of birth and date of 
employment as given on the 
employment office records. 
This fact was of great as- 
sistance in getting the whole 
plan under way quickly. As 
the first operation, these 
cards were sorted to elimi- 
nate those employees who, 
because of age or length of 
service, were not yet eligible 
to become participants in 
the plan. The remaining 
cards represented eligible 
employees and posed the im- 
mediate in formation-gather- 
ing task. 

These latter cards were 
then sorted to plants and 
departments and were listed 
on a Tally of Eligible Em- 
ployees, Exhibit 1, printed 
on continuous forms for 
the use of field crews con- 
sisting of typists, notaries, 
and advisors assigned the 
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duty of obtaining applications. Due to time required by the printer, 
it was not possible to obtain the tally sheet forms until the last 
week in November 1947. The cards listed, therefore, represented 
employees on the payrolls on December 1. These tally sheets were 
prepared in triplicate, showing the name of the employee, man 
number, and social security number, and provided information to 
aid the employee who might not have his social security card with 
him. However, an attempt was first made to get the information 
directly from the employee. 

Before embarking on its work, the field crew was also furnished 
a tabulation of birth dates and employment dates for reference 
when employees were in doubt. Just prior to distribution of the 
tally lists to the field crews, they were checked against the current 
payroll, to determine that the employees were still located in the 
departments with which they had been grouped and that all trans- 
fers had been recorded. The original list (with a duplicate to each 
room foreman and triplicate for retention in the retirement plan 
office) was then turned over to the field crew with a supply of 
forms of Application for Participation, and Waiver of Benefits. A 
few days before the field crew was to arrive at a plant, notices of 
the visit were placed on bulletin boards. These notices requested 
that the workers have proof of birth available when contacted. 
Those who became employees prior to 1921 were also requested to 
furnish the name of two reliable witnesses who could verify date 
and continuity of employment. 

The work of the field crews was to assist employees in the prepa- 
ration of their participation applications or waiver of benefits 
forms. After all employees in a plant had been contacted, a check 
was made in the proper column on the tally list to indicate the type 
of form obtained. If no form was obtained, the reason was shown 
opposite the name. The tally list and all forms secured were then 
returned to the retirement plan office for audit and processing. 
By this method, 12,000 employees were contacted and signed up . 
in nine working days of eight hours each. 


Participation Records 

Immediately upon receipt of the tally list and application forms 
in the retirement plan office, they were audited to show that all 
forms were received. A check mark was placed on the triplicate 
copy to show the receipt of either an application or a waiver. 
These documents were then turned over to the payroll office as 
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authorization for deductions to commence for those employees who 
had signed an application. In the meantime, the payroll office had 
prepared an index card for each employee eligible to participate, 
showing the date of employment and date of birth, man number, 
name, and social security number. Applications and waivers were 
audited against these index cards to further verify the dates shown. 
Those disclosing any differences were put to one side to be cleared. 

Of the four different employee registers used in the operation of 
the retirement plan, the first one used is the Active Participant’s 
Register, Exhibit 2. This register is prenumbered on each line 
and the entry of a name therein automatically assigns an active 
number. The audited applications were so entered. The active 
number was inserted in the proper space on the application and on 
the index form. Such number is thereafter included in all cor- 
respondence and reference to the individual for retirement plan 
purposes. A folder was then prepared for each participant, identi- 
fied by a printed label on perforated, gummed strips and the folders 
were filed in man number sequence. Index cards were filed in 
alphabetical sequence. 

During this interval the payroll office had prepared mimeo- 
graphed forms for use in establishing past service credits, Ex- 
hibit 3. It was possible to reproduce on these forms the name and 
payroll number from the same tabulating cards that were used in 
preparation of original tally lists. The remaining necessary data 
was more difficult to obtain. The plan stipulated that past service 
credits were to be based upon average wages earned during the 
calendar years 1942 through 1946. Unfortunately there was no 
mechanical means by which these wages could be accumulated con- 
veniently and quickly without first key-punching the information. 
Therefore, it was decided to prepare it manually. This imposed a 
tremendous volume of work to be accomplished in a short time. 
The aid of business administration students in a local college was 
solicited in summarizing the wage information and, by this means, 
it was possible to prepare the required data within the required 
period. When the past service credits had been computed and 
audited, the sheets were filed in the folders just described set up 
for each of the employees covered. 

Before the Active Participant’s History Record, Exhibit 4, was 
prepared, to serve as the principal summary record of status under 
the retirement plan, it was felt that the applications for those par- 
ticipants who were employed prior to 1921 should be verified by 
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contacting the witnesses given at the time the application was re- 
ceived.. The applications were sorted into groups by plants and 
men were assigned the duty of procuring the verification neces- 
sary. When there was a difference between the information furn- 
ished by the employee and that contained in our employment rec- 
ords, a story was obtained from the employee and other reliable 
sources in an attempt to arrive at correct employment data. In 
many instances, of course, it was necessary to rely upon the hon- 
esty of the employee, as the records would neither substantiate 
nor refute the facts. When the applications had been completely 
verified and approved, they were filed in the employee’s folder. 

It was then possible to prepare the active participant’s history 
record from the data already contained in each folder. The 
folders, with supplies, were furnished to crews of typists who 
prepared the record card from information shown on the ap- 
plication and on the past service credit calculation. Thereafter, 
until such time as the participant withdraws from active service, 
only yearly postings are required, representing wages, yearly com- 
pensation rates, interest, leaves of absence, or changes in addresses 
or recipients. The history record is filed apart from the folder in 
active number order. 


Establishing Records for Immediate Payment of Pensions 


This completed the establishment of records for employees who 
were to commence contributing to the plan on January 1. As 
stated before in this paper, there were approximately 800 em- 
ployees who were eligible for retirement on January 1. To ac- 
quaint these employees with their status under the plan, form 
letters were prepared advising them of the amount of pension to 
which they would be entitled should they decide to retire as of 
January 1. Lists were also prepared for the various superintend- 
ents and foremen throughout the plants, of the employees in their 
departments who would be eligible for retirement. An employee 
was not required to retire on his normal retirement date, but it was 
felt that management should know which employees might be leav- 
ing within a short period of time, so that it would be possible to 
make plans to fill the jobs that might be left open when these em- 
Ployees severed their active employment with the company. 

In addition to the above group, approximately 500 employees 
already retired were eligible to receive pensions under the plan, 
beginning on January 1. It was necessary to contact these persons 
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and to obtain their applications for participation and Application 
for Normal Retirement or Application for Early Retirement. Be- 
fore contacting them, complete employment data was obtained from 
the records in order to determine which type of application was 
required. For those persons applying for early retirement, if such 
early retirement was due to physical or mental incapacity, the appli- 
cation for early retirement was to be accompanied by Applicant’s 
Statement of Disability and Physician’s Report of Disability. 
Through the assistance of visiting representatives of our medical 
and welfare department, the applicants were contacted, either per- 
sonally or by mail, and necessary forms were obtained. 

The next step was to put the applications from both these groups 
through the records. The actuary required that they be recorded 
in the active participant’s register and in the Withdrawal Register, 
Exhibit 2, before entry was made in the Retirement Register, Ex- 
hibit 2. In each of these registers the numbers run in consecutive 
order. 

It was then appropriate to process applications for retirement, 
so that pension checks might be forthcoming promptly. Report 
of Withdrawals from Active Service was prepared covering those 
employees who were severing their connections. These were 
made up in duplicate, both copies being sent to the payroll office 
where wages earned after December 1, 1946, were recorded. This 
procedure was necessary as it had not yet been physically possible 
to post wage records to the history records. However, this form 
will be used for all retirements and eventually the only wages 
shown thereon will be for those earned in the current period. Upon 
receipt of this information it was possible to complete the active 
participant’s current history card and to prepare Report of Sec- 
retary. Upon receipt of Report of Actuary, tabulating cards were 
punched for use in making pension checks. The Retired Partici- 
pant’s History Record, Exhibit 5, was established at this point and 
Notice of Retirement—No Option or Notice of Retirement— 
Option, were made for the information of the retired employee. 
Special form letters were written those employees who had retired 
prior to January 1, 1948. 

All letters and forms in connection with an employee are kept in 
the individual’s folder with the exception of: (1) the index which 
is filed alphabetically, (2) the active history card which is in ac- 
tive number sequence, and (3) the retired participant’s history 
card, which is in retirement number sequence. From this point, 
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only yearly entries are made to a pensioner’s record, until such 
time as he should die or should return to active employment with 
the company. In either of these instances, an entry is made in the 
Retirement Termination Register, Exhibit 2, the facts are recorded 
on the history card, and pension payments are discontinued. 


Sundry Records; Future Eligibility File 

The above describes the main forms and procedures required 
for operation of the retirement plan. In addition ‘there are mis- 
cellaneous forms, such as Application of Participant for Return 
of Accumulated Contributions, obtained when an employee leaves 
our employ for some other reason than retirement or death; Claim 
and Proofs of Death; Change of Recipient ; and Report of Medical 
Examiners used when there is a question in respect of disability 
retirements. 

Controls have been established covering the recording of wages 
on the active participant’s history card by breaking the whole series 
down into small blocks of numbers. Tabulating card records will 
be established on each participant for accumulated wage records 
at the end of each year as well as accumulated contributions. These 
will be put through the automatic multiplier for yearly calculation 
of interest due. Controls were also established covering monthly 
pension payments. After pension checks have been prepared, the 
tabulating department prepares a check register which must tie in 
with the control. Bank reconciliations are taken by means of the 
tabulating equipment and summary card. The first reconciliation 
covered approximately 600 checks and was completed in less than 
30 minutes, including sorting of the checks and reconciliation with 
the bank statement. 

So far no mention has been made of the records that are carried 
for employees not yet eligible to become participants, either due to 
lack of years of service or the fact that they are under the mini- 
mum age requirement. The tabulating department prepared two 
sets of index cards for these employees, by use of personnel records 
already established. One set was filed in alphabetical order while 
the other was filed by date of future eligibility. Approximately one 
month before the date of eligibility, the worker is approached and 
given an opportunity to sign an application for participation or a 
waiver. A time schedule is set up for return of this form, and, upon 
its receipt, the payroll office is notified and records are set up in the 
Same manner as for present participants. Periodically, also, em- 
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ployees becoming eligible for retirement are notified by letter, 
Likewise, payroll offices are notified when employees complete 35 
years of credited service or attain the age 70, because then no more 
credits may be accumulated under the plan. 

Only those forms, records, and procedures have been described 
which were used in inaugurating the plan and were required for its 
operation, primarily with respect to participants’ records and the 
eventual payment of pensions to participants. This has been done 
in the hope that help might thus be afforded to others confronted 
with the necessity of doing a similar job in a limited period of time. 
It would take another paper to cover the financial forms and rec- 
ords which must be maintained by either the trustee or the com- 
pany with respect to payments into the fund, investments of the 
fund, accumulation of employees’ and employer’s contributions, 
retirement reserves, and pension payments. 
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Rounding Out the Information Presented 
to the Management Group 


During the past few years, the presentation of financial and operating 
information to management has become a more important function of the 
accountant. Much has been written in this area and many different views 
regarding such presentations have been published. In approaching the prob- 
lem there are, I believe, five main points to be considered : 


. What does management want to know? 

. What is the best method of presenting the facts to management? 

. What conditions within or information about industry and business 
in general are pertinent to company operations? 

. What is the outlook for future operations of the company and in- 
dustry in general? 

. What steps, if any, can be taken to improve company results? 


In discussing these five points in the order listed, it may be kept in mind 
that the information may be offered to management as a combination oral 
and visual presentation before the group itself. 


1, What does management want to know? Probably the thought upper- 
most in the minds of our officers concerns the results from current opera- 
tions and how they compare with past month’s and period’s performances. 
Presentation of this should cover, not only dollar results, but also the vol- 
ume of operations of the company. Net income can be tied in with this 
factor and a display of efficiency of performance devised as well as of the 
effect of current prices and control of operating costs. This information 
can be given in both graphic chart and table form. The following are a few 
of the charts that might be used to present general operational data to man- 
agement : 

Raw material sources availed of 
Production from company sources 
Imports of raw materials 
Net outside purchases of raw materials 


Finished product added 

Raw materials processed 

Finished product yield 

Product yield used in company operations 
Finished product demand indications 

Available from operations 

Drawn from or added to inventory 

Finished products purchased outside for resale 


In this manner, management wili be furnished with a picture of volume 
of operations, which should be accompanied by corresponding cost and rev- 
enue figures in table form. Any unusual expenses, such as retroactive ad- 
justments, etc., should be explained. 
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2. What is the best method of presenting the facts to management? 
By far the most effective method of presentation and that used by a num- 
ber of corporations is the method which employs the use of a narrative 
supported by some type of visual aid. If such a presentation is made to 
management, it is possible that an allotment of time for receiving the in- 
formation, running not more than 30 to 45 minutes, will be made. There- 
fore, it is necessary to use only those facts which are pertinent to current 
operations. It will naturally be in order to compile all basic figures and 
chart them, whether or not they are to be used, thereby providing informa- 
tion that may be used for ready reference or background material to support 
questions which may arise during the discussion. 

3. What conditions within or information about industry and business 
in general are pertinent to company operations? Specific information regard- 
ing general business conditions and conditions within the particular industry 
which have or will have an effect on company operations should be brought 
into the presentation. For example, to mention only a few of many: 

Changes in availability of raw materials or finished products 
Recent price changes 

Seasonal trends 

Labor difficulties 

Replacement costs affecting future charge-offs for depreciation 


4. What is the outlook for future operations of the company and indus- 
try in general? This particular question can probably be covered in con- 
junction with the third question. However, there are certain underlying 
factors within any particular industry or company which will have a direct 
effect upon improved operations. These should definitely be touched on in 
presenting any review to management because, regardless of past or present 
performance, we are constantly striving for improvement. Points that may 
well be covered are: 

The outlook for future earnings and operations based upon the volume 
of operations and prices continued at present levels and also increased 
or decreased volume of operations, prices, and costs. 


Seasonal trends. 
General business decline, etc. 


5. What steps, if any, can be taken to improve company results? Re 
garding steps taken or to be taken to improve future operations of the 
company and methods of effecting changes necessary, the controller or @ 
representative speaks from the accounting point of view only. Possible econ- 
omies or changes in operations to improve earnings probably should be fur- 
nished the assembled management group by the operating vice presidents. 

While it is recognized that conditions differ among industries and com- 
panies within any one particular industry, it is felt that the above five points 
should form a basis for the presentation of information to the top exect- 
tives in almost any type of company. 

Jacx D. Marguts, Pittsburgh Chapter 





SEVEN AIDS TO BETTER CONTROL REPORTS—A CASE STUDY 


by S. PAYSON HALL 
Assistant Controller, Meredith Publishing Co., 
Des Moines, lowa. 


Three existing production reports issued by the pressroom at 
respective daily, weekly, and ype gee form the illustrative 
background against which the aut. of this article tests seven 


principles of effective internal reporting, including provision for 
supplementary analysis and subsequent follow-through. He be- 
lieves that the form in which reports are issued should, among 
other things, recognize the capacities and responsibilities of the 
users, draw attention to important ideas, suitably emphasize the 
material in each report and indicate relationships among them. 


OXE of the principal end-products of the accounting function is 
the control report. As such, it deserves continuous critical 
evaluation by its authors. What are its objectives? Are these ob- 
jectives worth while? Are they sufficiently inclusive? Are they 
accomplished? Can they be more readily accomplished? An im- 
portant share of an accounting organization’s analytical and crea- 
tive capacities should be continuously directed toward the perfection 
of its routine reports. It is largely through these reports and the 
control purposes which they serve that the accounting function 
finds its justification. 


Seven Keys to Effective Reporting 
The discussion that follows presents seven aids to better report- 
ing. These rules are illustrated, in part through their nonob- 
servance, by reference to three pressroom production reports in 
actual use by a large magazine publisher. The seven factors im- 
portant in the design of control reports and related procedures, 
selected for discussion in this manuscript, are as follows: 
. Tailoring of report to principal users’ capacities. 
. Matching of report to principal users’ responsibilities. 
. Concentration on controllable factors of major significance. 
Dramatization of contents. 
. Clear-cut and evident relationships between various re- 
lated reports. , 
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6. Routine mechanism for additional analysis of significant 
disclosures. 

7. Routine mechanism for follow-through into administrative 
action. 


Pressroom Production Reports 

Three basic reports in actual use by a major magazine publisher 
are reproduced in whole or part as exhibits to this article, each fol- 
lowed by a brief description. Though far from perfect, each has 
been recently redesigned and is currently in effective use. All three 
report production performance by individual presses, measured in 
terms of number of impressions. Exhibit 1 is a daily report in- 
tended primarily for the pressroom foreman, Exhibit 2 a weekly 
report for the pressroom superintendent, Exhibit 3 is a monthly 
report for the director of production. 


Daily Production Report—The report partially reproduced in 
Exhibit 1 is prepared each day for each shift and delivered for all 
three shifts by noon of the following working day. In most part, 
the source of the data is from daily work cards prepared by the 
machine operators themselves. It is recognized as a serious the- 
oretical defect that the basic data is obtained in this way. Some 
thought has been given to the use of “cost controllers” (time- 
keepers) who would gather the raw data and reissue it in the 
form of the daily reports right on the spot. Additionally, experi- 
ments are under way in the use of foreman’s logs and register 
clocks to record press running time. 

Actual and standard shift production is reflected in the report in 
terms of number of impressions per press per shift. The amount 
of such production is a result of average running speed times actual 
running time. Only the latter factor is separately reflected in the 
report. The amount of running time is expressed both in hours 
and as a percentage of possible hours, the possible hours being the 
number of hours that a crew is assigned to the press. The down 
time (nonrunning time) is analyzed by underlying causes. 


Weekly Production Report—The weekly report shown as Ex- 
hibit 2 likewise reports production in terms of impressions but for 
all three shifts combined on the basis of the average impressions 
per hour per press. Additionally, the record reflects: (1) the 
hours of makeready required per plate, compared with standard 
and (2) the wage gain or loss in dollars, compared with standard, 
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on makeready, running time, and in total. The totals at the bottom 
of the report reflect the over-all performance ratios and total gain 
or loss for the week and month to date. Makeready still in process 
at the close of any week is reflected at standard, the total gain or | 
loss being absorbed in the following week. 










































8 
| § Monthly Production Report—The monthly report illustrated in | 
Exhibit 3 is largely a summation of the weekly reports for the 
| month and year to date. The grand total of wages reflected on the | 
last line represents total direct labor cost for the period. Super- | 
| 





4.74 
64.74 


vision salaries, from the pressroom foreman on up, are excluded 
from the standards and from these reports. Such costs are con- 
trolled under fixed budgets for the manufacturing executive depart- 
ment, established annually and subject to revision every six months. 








Mo. to Date: 








Items Not Under Production Report Control 


Other manufacturing expenses (supplies, repairs, rollers, wax 
and spray, gas, water, power, fuel, etc.) are controlled by standards 
and reported on a monthly expense statement by press. This state- 

| ment is not further dealt with in this article. 

: Direct materials (paper, ink, electrotypes) are not included 
within the standard costs but are reflected in over-all budgets. In 
most part, the variations in such material costs are a matter of top 
management decision and purchasing department efficiency, not 
subject to control by pressroom supervision. The major exception 
to this statement is the very important item of paper waste for 
which standards have been set. The Daily Production Report 
(Exhibit 1) reflects the waste gain or loss, and is supplemented by 
a monthly waste report not illustrated here. 

Much consideration has been given to including direct material 
costs under standard cost control. In this particular operation the 
issue may not be a vital one, since most of the pressroom produc- 
tion is devoted to the cornpany’s own magazine publications. Cer- 
tainly in a job printing organization, both material and supervision 
labor cost should be included within the standard cost framework. 





WAGE 
GAIN OR LOSS 








40| $8, 440.60 
$06. 620.401 88. 440.60 














Vives 


TOTAL WAGES 


CRITIQUE OF PrRopUCTION REPORTS 


In the remainder of this paper, the three reports which have been 
briefly illustrated and explained serve as background for the seven 
tests of adequacy in the order in which these points were listed 
at the start of this article. 
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Tailoring Report to the Users’ Capacities 

The accounting profession is currently undergoing a healthy 
siege of self-analysis as to terminology. This is as important ia 
an internal report to foremen as in an annual report to stoci- 
holders. It is axiomatic with industrial engineers that the prime 
user of any report should have a major voice in its content and 
design. Inherent in this is the requirement that each report be 
intended primarily for use by one distinct level of supervision. 
Dual purpose reports are seldom effective as a control mechanism. 

The daily production report is intended primarily for use by the 
pressroom foremen. They have had a large voice in its design. 
It is on a daily basis to best serve their “on the firing line” needs. 
It gives the operator’s name as well as the press number, thereby 
reducing the report to an individual level. At the request of the 
foremen, it reports production on a shift basis rather than as an 
average per hour as preferred by higher levels of supervision. On 
the other, more sophisticated extreme, the monthly production re- 
port aimed at the director of production shows the monthly and 
year-to-date progress in terms of dollars gain or loss by press. 
Top management’s monthly report (not shown) is in terms of 
dollars gain or loss by departments, the pressroom being one 


department. 
Matching of Report with Responsibilities 

Accountants are constantly struggling to fit account classifica- 
tions to the company organization and to match their reports with 
the individual responsibilities of the user. Such matching must be 
precise. “Fuzzy” and overlapping reports are often more harmful 
than no reports at all. 

It will be noted that none of the reports illustrated isolates gain 
or loss due to wage rates and number of crew used per press. Both 
of these factors are largely beyond the control of production per- 
sonnel, being mostly a matter of union negotiation. Accordingly, 
the standards are set to reflect union contract provisions and the 
line reports are stripped down to the essentials of production 
efficiency. 

This principle could possibly be further applied on the daily re- 
port, for example, by segregating causes of down time as between 
those subject to and those not subject to production department 
control. To illustrate, makeovers are largely ordered by other de- 
partments, with pressroom personnel responsible only for the setup 
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time required. Logically, the pressroom foreman should then be 
charged only with the makeover time in excess of the standard 
allowance for each makeover. This refinement has so far been 
avoided on the basis of its complexity and resulting confusion to 
the operating personnel. However, a supplemental makeover re- 
port is utilized, isolating the cause, the cost, and the departmental 
responsibility for each makeover. 


Concentration on Major Controllable Items 


Accountants are too often more reverent of mathematical niceties 
than of streamlined utility. Bookkeeping completeness seldom has 
any place in operating reports. As an example, the greatest avenue 
for improved efficiency in our pressroom at the moment is in down 
time. Hence the major emphasis on the daily report is devoted 
to an analysis of the causes of down time. If and when this factor 
is reduced in importance, the report will be redesigned to accom- 
modate a new perspective. 


Dramatization of Contents 

Wherever possible, the salient facts of any report, narrative or 
columnar, should be dramatized for emphasis. This is particularly 
hard to accomplish in a columnar report. However, some progress 
can be made, as for example: 


1. To emphasize down time, the ratio of running to total pos- 
sible time is utilized, rather than a comparison with stand- 
ard. The fact that a given press was actually running only 
53 per cent of the total time a crew was on hand is a 
dramatic way to point up the room for improvement 
and at the same time provide a constant measure of 


progress. 


. Enlarged graphic and visual presentations by press and by 
shift can be utilized to stimulate production consciousness 
and rivalry between press crews. However, similar steps to 
maintain quality control must go hand-in-hand with im- 
creased pressure of this sort. 


. Some additional “gimmicks” can be used on the reports 
themselves to draw visual attention to significant items 
(as for example, an inexpensive rubber stamp of a poimt- 
ing hand, used with a red stamp pad). 
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Accountants are given to reminding themselves of the need for 
salesmanship, even in their supposedly prosaic profession. They 
may well begin with improved “packaging” of their prime end- 
product, the accountant’s report. Needless to add, repeated late- 
ness, carelessness, and inaccuracies are all inexcusable. 


Relationship Between Reports 

As a principle, it is highly desirable that various interrelated 
reports reflect their relationship clearly. As an example, continuity 
is provided in all three reports shown above in the comparison of 
number of actual impressions with standard and the per cent actual 
running time of total possible running time, items which appear on 
all three reports. 

Nevertheless, it is impossible by reference to either the monthly 
or weekly reports to directly identify the day or days wherein 
significant variances in production performance were incurred. 
Further, it is impossible to visually trace monthly or weekly gain 
or loss in dollars directly to their underlying causes. The gain 
or loss in dollars is reported by press, and the cause of unfavorable 
variances must then be identified as excessive down time and/or 
below standard speeds, not in terms of dollars but in terms of pro- 
duction volume. Admittedly this absence of clear-cut cross refer- 
ence between and within the reports is undesirable. As yet no 
remedy has been evolved not entailing an even more undesirable 
increase in detail. 

Routine Mechanism for Analysis of Significant Disclosures 

It has been stated that to enhance their usefulness, accounting 
reports should strive for simplicity and brevity, providing details 
only where the data are significant. It is important, however, that 
where significant variances do appear, a routine procedure exist for 
their further analyses. The emphasis here is on a “routine” pro- 
cedure. The accounting department should provide such additional 
data automatically before and without a request from the affected 
department. This is accomplished in the monthly report shown 
(Exhibit 3) by the use of the last column on the right. Wherever 
a gain or loss exceeds standard by 10 per cent and/or $250, this 
column is checked and a complete analysis attached. 


Routine Mechanism for Follow-T brough 


A report is no more effective than the use made of it. Careful 
design of reports is in itself barren without a provision for their 
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effective utilization. In the present example, the translation of re- 
ports into action is encouraged : 


1. By routing each report to at least one supervision level 
above its prime user. 


2. By routing all reports to the methods department, with a 
methods engineer charged with the daily study of each re- 
port, working with all levels of line supervision as re- 
quired and in any event reporting weekly thereon to the 
director of manufacturing. Each of the several industrial 
engineers is assigned one major department as his indi- 
vidual responsibility. 

3. By routing all reports to the controller’s staff for constant 
analysis. Explanations are requested directly from line 
supervision where appropriate and monthly analytical let- 
ters are sent to the corporate officers. 


The use of methods engineers stems from the fact that the 
methods department organizationally reports to the director of 
manufacturing. The supervisor of the methods department also 
acts as assistant to the director of manufacturing. 


Over-all Objective—Service 


An accounting department is a service department. Prime among 
its functions is the production of control reports. Such reports 
must clearly reflect the major activities of the user in terms and 
language that he understands. Lastly, the mechanics must be pro- 
vided for translating such reports into constructive administrative 
action. Be it a pressroom, a law office, or a department store, the 
essentials are the same. Many days and often weeks of work lie 
behind an effectively designed control report. Perfection is never 
achieved but should be continuously striven for. The reward will 
lie in an increasing contribution to the company’s over-all welfare 
and greater recognition and respect from all sides. 
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SOME TAX ASPECTS OF EFFECTING ACCOUNTING RECORD 




































ail OF BUSINESS TRANSACTIONS 
by HENRY L. SHEPHERD, 

Partner, Hewes, Smith, Mitchell & Shepherd, 
ha Hartford, Conn. 
re- 
re- 
the Noting that the time at which an event occurs and requires record | 
rial is also the time at which to add factual data of possible pertinence 
i tax-wise or to consider the form of the transaction and of the 

record, the author of this article reviews briefly some matters in 
which the element of tax effect may bear heavily. These include 
ant the classification of expenditures between repairs and improve- 
_ ments, determination of depreciation, use of “lifo” basis of in- 
let ventory valuation, and others. 
the : oe present high Federal income tax rates make it imperative 
oll for every business to see to it that its Federal tax problems re- 
es ceive close attention at the time the business transactions which 
give rise to these tax problems are recorded. Since thirty-eight 
cents of every dollar of corporate net income may go to the collec- 
tors of Federal income taxes, no steward has properly discharged 
ng his duty to the stockholders until and unless he has taken every 
orts precaution against excessive tax liability. The comptroller, the 
and treasurer, and any others who are made responsible for Federal 
ro- tax matters have heavy burdens on their shoulders. Any taxpayer 
Hive who has been through the throes of an excess profits tax relief 
the case under Section 721 or Section 722 of the Internal Revenue 
ie Code can fully appreciate the importance of properly recording 
ver transactions at their inception. When unusual events occur, such 
will as the inauguration of research projects or the construction of an 
are addition to the plant or an accumulation of a substantial volume 


of unfilled orders, the tax-wise accounting officer will be as alert 
as a hound in the field. 

Certain sections of the Internal Revenue Code deal specifically 
with accounting requirements, notably Sections 41, 42, and 43. 
These sections are broad and general in nature and many cases 
have been decided interpreting them. While there are many items 
of expense or income which are proper debits or credits on the 
books of the company from the standpoint of recognized account- 
ing principles, they may not so be considered under the laws re- 
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lating to Federal income tax. Or, possibly, they may be additions 
to income or deductions from income in a different year or years 
from the one in which they would ordinarily appear on the books, 
Sometimes this makes mandatory the keeping of different sets of 
interim figures which must be reconciled at the end of the tax year, 


Distinguishing Between Capital and Expense Outlay 

The element of time is fundamental in tax accounting. The 
hackneyed phrase, “as certain as death and taxes,” needs a major 
modification if the date cannot be marked by a ring on a calendar, 
Death is certain but the time of its occurrence can seldom be 
accurately forecast, and this is true of income tax liability in many 
more cases than is generally realized. The difference between the 
views of an auditor and of an internal revenue agent on the sub- 
ject of capital outlays presents an often encountered illustration. 
The difference represents a wide conceptual disparity of con- 
siderable financial importance. Depending upon the outcome of a 
dispute between the adherents to strict accounting principles and 
adherents to what is known as tax accounting and outlay, may be 
deductible: (1) in full in the year of payment, or (2) partially 
each year during the life of the asset involved, or (3) not at all 
until the asset is disposed of. Further, if answer is as in (2) there 
still may be a dispute as to the number of years of useful life the 
asset may have. 

The Board of Tax Appeals, now the United States Tax Court, 
has clearly expressed its views and has consistently adhered to 
them, as to the distinction between repairs and capital expenditures. 
The purpose for which the expenditure was made, the Board said 
in Illinois Merchants Trust Co., Exec., 4 B.T.A. 103, is de 
terminative: 

“To repair is to restore to a sound state or to mend, while 
a replacement connotes a substitution. A repair is an ex- 
penditure for the purpose of keeping the property in an 
ordinarily efficient operating condition. It does not add to the 
value of the property, nor does it appreciably prolong its life. 
It merely keeps the property in an operating condition over 
its probable useful life for the uses for which it was acquired. 
Expenditures for that purpose are distinguishable from those 
for replacements, alterations, improvements, or additions which 
prolong the useful life of the property, increase its value, or 
make it adaptable to a different use. The one is a maintenance 
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charge, while the others are additions to capital investment 
which should not be applied to current earnings. We have 
already pointed out this distinction in the Appeal of Simmons 
& Hammond Manufacturing Co., 1 B.T.A. 803, in which 
we held that expenses properly chargeable to capital account 
include those which are incurred in the original construction 
of the work and in the subsequent enlargement and improve- 
ment thereof, and quoted the following from Union Pacific 
R.R. Co., v. U.S., 99 U.S. 402, page 420: 

‘Theoretically, the expenses chargeable to earnings in- 
clude the general expenses of keeping up the organization 
of the company, and all expenses incurred in operating 
the works and keeping them in good condition and re- 
pair; whilst expenses chargeable to capital include those 
which are incurred in the original construction of the 
works, and in the subsequent enlargement and improve- 
ment thereof.’ ” 


The upper ends of the piles under the building owned by the 
Illinois Merchants Trust Company’s decedent had been exposed by 
a lowering of the water level of the Chicago River and had rotted. 
The wall on the river side had settled so much that the building 
was threatened with collapse. It was necessary to saw off the 
rotted piles at a point below the new water level and to insert con- 
crete supports between the ends of the submerged piles and the 
floor of the building and raise the river wall. 

The Board of Tax Appeals held that : 


“There is no question but that by this expenditure the life 
of the building was prolonged over what it would have been 
after the sudden lowering of the water level in the river, but 
any repair increases the useful life of property over what it 
would have been without the repair, and hence the Commis- 
sioner’s construction would prohibit the deduction of any such 
expenditure. The evidence is clear that the normal, useful, 
expected life of the building was not increased. On the con- 
trary, it was shortened because the building was still ‘ruptured 
and cracked,’ even after the work was done. * * * The work 
done was in the nature of repairs for the purpose of keeping 
the property in a serviceable condition. Expenditures of that 
character are commonly recognized and accepted as ordinary 
business expenses.” 
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The Commissioner acquiesced in the foregoing decision (V-2 
C.B. 2). This case has been quoted at some length because it points 
up the basic elements which the accounting officer of a company 
has to bear in mind in deciding what can be expensed and what 
must be capitalized. 

Sometimes it is contended that the amount involved may place 
an item in a capital category but the rule above stated is that the 
purpose of the expenditure is determinative. In Buckland v. U. S., 
decided by the Federal District Court for Connecticut, May 10, 
1946 (reported at par. 72.495, 1946 P-H Federal Tax Service), 
the court reviewed decisions of the Tax Court at length and found 
therein ample precedent for holding that repairs costing 35 per 
cent of the value of the building were deductible expenses, since 
they satisfied by their nature the tests laid down in the Jlinois 
Merchants case. The District Court held that, “Except in very 
minor respects, the building was merely restored to its original 
condition by a mending of its larger component parts * * *”. The 
record in this case, incidentally, is a clear demonstration of the 
value of complete contemporaneous records. 


Considerations in Establishing Depreciation Rates 

Depreciation has been the battleground on which many revenue 
agents and taxpayers have fought their bitterest battles. Offhand, 
it might appear to be as broad as it is long whether depreciation 
were allowed over a period of 10, 20, 30, or 50 years—it will all 
wash out in time. There is a lot of merit to this offhand view, 
but taxpayers and the government have other points in mind, such 
as the current rate of taxes and whether we are in a period of 
rising or falling taxes, whether the depreciation allowance will 
offset taxable income or whether some substantial portion of it 
will be taken in loss years when it can confer no tax benefit. 
Moreover, the taxpayer may want a short period of life so that he 
can quickly recoup part of the asset’s cost in tax saving. 

It is perhaps natural for the accounting officer to expense as 
much as he possibly can in each year. It is conservative and it is 
honest to do so, and, moreover, it would normally save some taxes 
in the year of the expense. This was the reasoning of many busi- 
nessmen during the war in the face of excess profits taxes. Often 
the reasoning was sound, but there are some businessmen who 
wish now that they had larger depreciation allowances available 
to offset currently taxable income. 











or t 









MARCH, 1950 891 
Generally speaking, a straight-line depreciation method finds the 






































Abe. most favor. Then it simply becomes a matter of judgment and 
npany experience as to the length of life to set up. (The law does not 
what prescribe what depreciation rates are to be used.) By and large, 

it seems best to follow general practice in determining useful life, 
place but there may be valid exceptions, such as high-speed, three-shift | 
at the operation, which obviously may conduce to a short life for the 
J. S., machine so used, unusual exposure of a building or other physical 
y 10, assets to the elements, the fixed (physical) connection of one asset 
rice), with another of shorter life span, etc. Not only should the account- 


ound ing officer exercise reasonable judgment in selecting the rate but 
; per he should also make adequate notations of his reasons on the asset 

cards or in some other suitable place so that he can defend the 
inois rate if it is attacked. 


rina Quirks in the Law; Rental Prepayment and Related Commissions 
The No one can give definitive answers in advance in all cases in- 
t the volving the questions, “When is income taxable and when are 


disbursements deductible?” Not only may accountants and courts 
disagree, but the Bureau of Internal Revenue and the courts are 
often in conflict and the courts of different jurisdictions may 
reach sharply diverse conclusions. What appears today to be a 





ai “rule” applicable to a set of circumstances, may be overturned 
tien tomorrow and replaced by another “rule.” The so-called “law of 
1 all Federal income taxation” is ridiculously complex, and the account- 
jew, ing officer who is aware of the importance of the tax bill to his 
nik company must perforce live in a welter of confusion. Many of 
1 of the tax statutes are ambiguous, the regulations often represent an 
will overreaching by the Treasury, court decisions are impermanent, 
£ it and there is always present the troublesome question: “Does the 
efit, general rule fit my facts or is mine a special case?” 
t he Accounting officers obviously must be possessed of consider- 
able tax knowledge. At least, they must know enough to ask these © 
a two questions : 
it is 1. What are the probable tax results of a given transaction? 
_ 2. What can I do in the line of record-keeping that will help 
ee attain the most beneficial tax result? 
vho The answers to these questions may lead the accounting officer 
ible to throw doubt upon the advisability of a proposed transaction 





or to suggest that, if it is entered into, it be done in a differ- 
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ent way than is contemplated. For example, suppose a lessee of 
a company’s property wishes (possibly for his tax benefit) to pay 
rents in advance. The company is on the accrual basis. The rent 
will be taxed to the company in the year it is received, but the 
company will be allowed only to prorate over the term of the lease 
the commissions paid to obtain it. 


W bether to Change To or From “Lifo” 


Some aspects of tax accounting are of far more than passing 
interest. The “lifo” method of valuing inventories is an example 
of this. An accountant, well and properly trained but uninitiated 
in the mysteries of income taxes, thinks of inventories as being 
valued at cost or at cost or market, whichever is lower, but the 
tax results of the traditional method may be bad. In fact, the tax 
results were so bad that Congress was finally persuaded in 1938 
to enact the last-in-first-out method of valuing inventories for the 
relief of complaints in certain industries. In the following year 
Congress extended the right to use the elective “lifo” method to 
all taxpayers who applied for it and used it consistently. 

The accounting officer may be faced with the problem of con- 
sidering the adoption of “lifo” for his company’s business or for 
a department of it or for raw materials alone, or he may be des- 
perately casting about for a way out of the “lifo” method. In any 
event, he should study the various methods of inventory pricing 
from their tax aspects and try to gauge their relative merits tax- 
wise. He should try to take a longheaded view of the problem. 
Many a taxpayer has changed his method of accounting, hoping for 
a short-run tax gain, only to find that he is trapped by a method 
unsuited to his business and to its profits cycle. 


Bad Debt Deductions; Change of Fiscal Period 

One of the most important places for good and alert record- 
keeping is in the case of accounts and notes receivable. It used 
to be true that a bad debt deduction was allowed only if worthless- 
ness was ascertained and the debt was charged off in the same year. 
Now the deduction is allowed simply for debts that “become worth- 
less during the year.” Woe betide the taxpayer who claims the 
deduction too early or too late. (Some taxpayers claim a bad 
debt in the first year there is the slightest doubt as to its worth 
and again in subsequent years until it finally is allowed.) Adequate 
records of the status of the debt, the appraisal of its worth, etc, 
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are a great help in time of trouble. This is particularly true when 
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0 pay it is remembered that the Internal Revenue Code permits deduction 
> rent for partial worthlessness. The accounting officer should keep alert 
it the also to the possibility that a change to or from the bad debt re- 


lease serve method may be advisable in this particular business. 

A simple thing, often overlooked, is the choice of the right 
fiscal period. If there is a characteristically dull time of year in 
the company, possibly that would be the best time to take inventory, 





ssing to close the books, to prepare tax returns, and to do the thousand 
unple and one things that otherwise fall in mid-winter. Permission can 
tiated be obtained from the Commissioner of Internal Revenue for a | 
being change in accounting period if it is sought early enough in the year 
it the to convince him that immediate tax-saving is not the motive for the 
e tax change. 
1938 
r the Preparedness the Watchword 
year “In time of peace prepare for war” is an adage that every ac- 
od to counting officer might well take to heart. The black cloud of taxes 
and of possible conflict with the treasury should hang over his 
con- mind at all times. It is not only that records must be kept. They 
r for must be helpful to the case when and if a dispute does arise. If 
- des- the accounting officer does not know, or wish to hazard, the an- 
any swers to the tax questions presented by a proposed or actual trans- 
icing action, he should consult a qualified tax practitioner for advice. 
‘tax. But the point of this article is that the time to worry about tax 
blem. effects of transactions is at the time the transactions occur, or 
g for preferably before they occur. The proper time is certainly not 
sthod after the revenue agent says that the company’s tax has been 


underpaid. 
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THE COST FORUM 


What Is the Difference Between "Cost" and "Expense"? 


Editor, N. A.C. A. Bulletin: 

In any pursuit in which the same words come into play over and over 
again, it is inevitable that a passion for precision in the language will de- 
velop. We have struggled with many words in the language of accounting 
and we can hope that clarity is being attained, albeit slowly. However, 
two words which pass the lips of accountants many times daily appear still 
to be used in contexts which are confusing, if not contradictory. They are 
the words “cost” and “expense.” One accountant says “Our factory expenses 
are carefully controlled” while another uses the word “costs” in such a 
sentence. One accountant asserts that “Our salesmen’s costs are too high” 
while another says “expenses” in such context. This alternative use of the 
words is not confined to the spoken word, of course; the literature of ac- 
counting is also replete with it. 

There does seem to be a distinction between “cost” and “expense” and 
some accountants have found it helpful to maintain it. “Cost” may be 
thought of as the purchase price of a good or service, which means that 
every good or service may be spoken of as a cost. The expiration of a cost, 
then, witnesses an expense. Under this conception of the difference between 
cost and expense, expenses are the expired costs which one finds in the 
profit and loss report, and costs are costs—even though they may change 
form as they do in the factory—-until they expire. 

To put it simply, factory machinery is costly to buy and to operate (be- 
cause both the costs of purchase and the costs of operation are assigned to 
the products which utilize that machinery). Or the other hand, salesmen’s 
cars are costly (because their asset values endure from period to period) 
but they are expensive to operate, the cost of running them (including part 
of their original cost) being assumed to have expired in the current period 
and being included as a deduction from revenue (an expense) on the profit 
and loss report. 

It follows, of course, that cost of goods sold is an expense, despite its 
name, for it is one of the expired costs (usually the most important) which 
must be matched against the revenue from goods sold to measure net income. 
It also follows that the term “factory expense” is anomalous, in theory at 
least, since costs of goods and services in the factory normally remain un- 
expired, although their form is constantly in transition from the point of 
acquisition to the point of finished goods. 

All costs (except land) expire eventually. Some of them expire slowly, 
while others expire as soon as they are incurred. Calling them costs until 
that time is often helpful to one who, as he listens or reads, visualizes the 
accounting treatment which they are accorded. 


Joun A. Becxett, Boston Chapter 


eh R-tree 
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Evaluation of Salaried Positions 


Editor, N. A.C. A. Bulletin: 

Difficulties of attaining true or even acceptable measurements of the 
relative value of salaried positions are legion. No subject is more compli- 
cated by variables, intangibles, and imponderables. Much of the work to be 
evaluated is dependent upon mental processes which the most advanced 
psychologists find difficult to measure. Social relationships existing within 
and between various clerical, technical, and administrative groups have an 
important bearing on the accomplishment and worth to a company of 
various positions. However, regardless of these difficulties, business man- 
agement is confronted with the problem of now paying acceptable salaries, 
The method of pooling the judgment of many to develop systems of position 
classification and evaluation answers the immediate problem and is in 
general use. Whether or not pooled judgments are best, they at least are 
more satisfactory to more people. These judgments, therefore, are easiest 
to defend in our democratic society. 

Since the advent of organized labor and until recent years, the negotia- 
tion of rates of pay has been approached by unions on the basis of, “We 
don’t care how you get the answer, tell us the answer and we will tell you 
whether or not we agree.” This idea is rapidly changing and organized 
labor is becoming more interested in the “how,” even to the extent of em- 
ploying experts in evaluating work. In too many matters management has 
been too late with too little and, as a result, has been jockeyed into expen- 
sive or untenable positions. Therefore, to meet the increased emphasis on 
the application of improved methods some refinements of management’s own 
procedures will doubtless be necessary. A few suggestions to ensure the 
improved application of pooled judgment to position evaluation problems fol- 
low in the succeeding paragraphs of this letter. 

The United States Bureau of Labor Statistics has devoted considerable 
attention to developing position descriptions. The results of these studies 
should be helpful to management in attaining improved standardization of 
job titles and content. Presently, it is difficult or impossible to make true 
comparisons of salaries paid for similar work in different companies. As 
standard job descriptions evolve, it will become easier to standardize salary 
rates which should become more acceptable on these broader bases. 

The most refined method of evaluation is the use of a point rating scale 
which allots points for individual job factors such as training, experience, 
and responsibilities, to mention but a few. This is often used in conjunc 
tion with factor comparison, a more general method of ensuring compara- 
bility of pay throughout an organization. Much effort is still needed to im- 
prove the weighting of points alloted for various work factors. For example, 
we might ask which factor is really most important in the accomplish 
ment of any specific job—acquired knowledge and training, work experience, 
judgment, or responsibility? The answer to this question should provide a 
good basis for distribution of points for use in evaluation positions. 

Factors and subfactors should be established to apply generally to all 
divisions, i.e., engineering, production, accounting, finance, and sales (as ye 
there are no craft unions to deal with in these groups). The use of aay 
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factor or subfactor which permits individual performance to affect the point 
allowance must be avoided, also, the establishment of a rate curve deserves 
attention, looking toward the selection of that (straight line, parabola, or 
other) which is the easiest to defend and which will be affected least in 
case of change in job content of bench mark positions. 

Whatever plan is used should be verified before application by compari- 
son with the system, if any, used to evaluate wage jobs. This step is for 
the purpose of ensuring over-all comparability of job evaluations and for 
comparing evaluations under the plan against present pay scales and, as far 
as possible, against prevailing district rates. An effort should be made to 
account for differences between present and indicated rates. 

As may be seen from the foregoing, continued efforts will be required to 
keep the plan of position evaluation in a favorable or acceptable light. It 
is well to remember that an acceptable pay scale is a relative matter, sub- 
ject to competitive influences from without and major organizational and 
other changes from within. 

Ratpy E. Homes, Birmingham Chapter 


Insurable Value Determination Involves Many Factors 


Editor, N. A.C. A. Bulletin: 

I have read with a great deal of interest J. L. Davis’ contribution pub- 
lished in the December 1949 issue of the Bulletin under the title of “Cost 
Index Methods for Determining Insurable Values.” Mr. Davis recognizes 
two methods of determining values for insurance purposes: (1) the ap- 
praisal process and (2) the use of cost indices. He then provides an illus- 
tration of the application of cost indices to the property costs, which has a 
strong appeal due to its obvious simplicity. I can take no exception to the 
mathematics by which Mr. Davis arrives at an insurable value of exactly 
$384,787.50. Mathematics is an exact science but, before we can be con- 
vinced of the accuracy of the results, we must consider the accuracy of the 
basic figures on which the results are predicated. 

In the examples given, the cost of the original building in 1940 is shown 
as $150,000. Before we can safely proceed to apply an index figure to this 
initial cost, we need to know whether the recorded costs represented normal 
costs of constructing such a building in 1940. The actual cost may have 
been influenced by any number of unusual conditions, such as delays due to 
bad weather, strikes, overtime payments to labor, and premiums paid for 
materials. It is also possible that some of the materials used in the build- 
ing might have been second-hand materials salvaged from existing buildings 
on the site. If, therefore, the actual costs were abnormal for any combina- 
tion of reasons, the original cost would need to be adjusted before the price 
trends were applied to it. 

There is also the question as to just what elements of costs were included. 
It is not inconceivable that the original costs may have included such items 
as demolition of existing structures and grading of the plant site, as well as 
the cost of construction of the building itself. Also, as we are interested 
i arriving at insurable value, the fact must not be overlooked that in most 
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insurance policies there are certain exclusions, such as excavation, footings 
and foundations below the surface of the lowest basement floor, and other 
elements of cost which must be segregated before the insurable value can 
be determined. 

Then comes the problem of determining just what cost index should be 
applied. Mr. Davis suggests that “these indices are usually available from 
insurance companies.” There are a number of well-recognized indices which 
are published periodically but which vary widely. In order to select a proper 
index, we must know the type of construction of the building, that is, 
whether it is of frame, brick and wood joist, reinforced concrete, brick and 
steel frame, or some other type of construction. The cost of frame build- 
ings, for example, has increased during recent years much more rapidly than 
the cost of steel frame or reinforced concrete buildings. As a matter of 
fact, there are seldom two buildings which are exactly comparable as to 
size, shape, and the component materials entering into them. The applicable 
index will, therefore, vary with each variation in the type of construction, 
There is also a wide variation in the cost indices applicable to individual 
cities, as both labor rates and material prices vary with the locality. These 
are not minor but major factors, which may affect the cost index by 25 or 
30 per cent or even more. 

Having determined the replacement cost, Mr. Davis then proceeds to com- 
pute the depreciation by a mathematical formula. He takes a weighted aver- 
age age and multiplies this by one per cent to arrive at a percentage by which 
the cost of reproduction is reduced to determine the sound value of the 
property. Unfortunately for this theory, depreciation does not follow a 
straight line and may be retarded and offset to a degree by maintenance, 
repairs, and replacements. It is often considered that an average brick mill 
constructed factory building may have a life of about 40 years. However, 
such buildings may be found in use in various parts of the country today 
which are 75 years old or older. What is the measure of depreciation on 
those buildings? 

When we undertake to apply price trends to the costs of machinery and 
equipment, we confront even greater problems due to the wide variety of 
machines and other types of equipment, including piping and wiring, each of 
which requires individual study. There is also the question whether any 
record of property costs is sufficiently complete to be reliable. This is due 
to the accounting practice of charging many minor items to expense over 
a period of years. 

The suggested method has unquestionably the advantage of simplicity, but 
it is doubtful whether in the long run it may not prove to be an expensive 
expedient. Insurance must be purchased in advance, but the values involved 
at the time of a loss are usually of such magnitude and the possible penal- 
ties under a coinsurance clause so great that only the most reliable methods 
should be employed in determining the proper amount of insurance to carry. 


Rapa L. Berry, Milwaukee Chapht 
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Calculating to Significant Digits Only 










































ne can Editor, N. A.C. A. Bulletin: 
The value of eliminating cents in the presentation of statistical reports 

uld be and in many accounting statements has been brought out many times in the 
: from past and in general has been accepted as desirable. On the other hand, many 
which people connected with accounting work have an inherent belief in, and de- 
proper sire to, balance out “to the penny” and to calculate unit costs and prices to 
hat is, several decimal places or significant figures with the probably mistaken idea 
ck and of achieving accuracy or a truer presentation of facts. When one reviews 
build- the sources of many accounting entries or the factors upon which a standard 
y than cost or a material price are based, it is readily evident that there are esti- 
ter of mates and assumptions made in determining the final figures. From this 
as to evidence it can be safely said that a large proportion of our accounting fig- 
licable ures are carried out to a point beyond that required for sufficient or reason- 
uction. able accuracy. 
ividual In order to eliminate the extra clerical effort involved and to cut down | 
These on the use of the extra nonimportant figures, a policy has been established 
25 oF by our company under which all unit costs are carried to a total of only 

three significant figures, regardless of where the decimal point may fall. | 
© comm- Since costs may be quoted in units, dozens, hundreds, thousands, or in any 
| aver- one of the several other general categories, there may be quite a spread on i 
which either side of the decimal point, but the advantages of a maximum of three 
of the significant figures are readily apparent in the time saved in recording and 
nance, As examples, there follows the reduction of conventionally presented costs 
“k mill to the basis of three significant figures : 
‘ala Conventional Three digits 
jon on $217.56 each $218. each 

10.234 per dozen 10.2 per dozen 

ry and 9.817 per hundred 9.82 per hundred 
iety of 6557 per thousand 656 per thousand 
ach of 07419 each .074 each 
er any : etc. 
be The illustrated reduction in the number of digits used, plus the older but 


not fully accepted policy of dropping all pennies in extensions and reports, 
can, if properly applied, save considerable time in computation, recording, 


ity, bat and report preparation. 

a It is worth repeating that the percentage saving in time which can be 
' realized from dropping pennies in the recording of extensions and report 
penal- typing is extremely worth while. The great majority of calculations and 
rethods tabulated figures will fall into a maximum of four or five digits, exclu- 
) CARTY sive of cents. The addition of two more digits to include cents means an 
“hapir addition of 50 per cent and 40 per cent, respectively, in the number of 


digits as well as in time and space required to obtain and enter them. 
Rawn Banxtey, Elmira Area Chapter 





